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PREFACE. 


Special  attention  is  directed  to  the  statement  on  the  front  cover. 

The  Digest  is  to  be  used  supplementary  to  Reflations  46.  Thus, 
if  a  question  arose  in  regard  to  depreciation  of  intan^ble  property, 
the  first  step  would  be  to  look  in  the  index  of  Regulations  45,  which 
gives  article  163.  Under  this  article  the  subject  "depreciation  of 
intangible  property  '*  is  treated,  but  if  further  research  is  desired,  the 
investigator  finds  the  number  of  the  section  of  the  1918  law  (ordi- 
narily at  the  top  of  the  pa^e  of  the  regulations;  in  this  case  §214) 
covering  this  subject.  In  the  digest  the  rulings  are  under  the  same 
section  number. 

In  the  upper  right-hand  corner  of  each  ruling  a  reference  is  made 
to  the  bulletin,  year,  and  ruling  number ;  if  the  rail  decision  is  desired 
it  can  be  founa  in  the  Cumulative  Bulletin — December,  1919 — ^under 
the  same  section  and  article  numbers,  and  identified  by  the  ruling 
number. 

Digest  No.  7  contains  digests  of  rulings  made  during  the'  months 
of  April  to  December,  inclusive,  1919,  which  have  been  published 
in  the  Cumulative  Bulletin — ^December,  1919.  Rulings  from  Bul- 
letins 29,-30,  and  31  were  made  during  December. 

Rulings  published  include  Treasury  Decisions,  Solicitor's  Law 
Opinions,  Solicitor's  Memoranda,  Advisory  Tax  Board  Recommenda- 
tions and  Memoranda,  Committee  on  Appeals  and  Review  Recom- 
mendations and  Memoranda,  and  office  decisions. 

The  following  abbreviations  are  used : 

T.  D Treasury  DecisioD. 

0 SoUcitor's  Law  Opinion. 

S Solicitor's  Memorandum. 

T.  B.  R Advisory  Tax  Board  Recommendation. 

T.  B.  M Advisory  Tax  Board  Memorandum. 

A.R.  R Committee  on  Appeals  and  Review  Recommendation. 

A.  R.  M Committee  on  Appeals  and  Review  Memorandum. 

CD Office  Decision. 

ABC, etc Represent  the  names  of  individuals. 

M  N  X  Y  Z,  etc Represent  the  names  of  corporations,  places,  or  businesses, 

according  to  context. 

X ^ Is  used  to  represent  a  certain  number. 

X  dollars  or  $x 1»  used   to   represent  a   sum  of  money,    x  preceded  by 

a  number    (15x)    represents  an   amount  equal   to   the 

amount  represented  by  x  multiplied  by  the  number  pre- 

preceding  x. 

References  to  section  and  article  numbers  are  to  sections  of  the 
Revenue  Act  of  1918,  and  to  Articles  of  Regulations  45  (final 
edition),  unless  otherwise  stated. 

Rulings  are  arranged  in  the  numerical  order  of  the  sections  of  the 
Revenue  Act  of  1918  to  wlych  they  relate.  To  assist  taxpayers  in 
locating  rulings  on  the  subject  covered  by  the  various  sections  the 
following  brief  outline  of  the  arrangement  of  the  Revenue  Act  of 
1918  is  given : 

Section  1 Greneral  definitions. 

Sections  200  to  261 Income  tax. 

Sections  300  to  337 Excess  profits  and  war  profits  tax. 

Sections  1800  to  1408 General  admini.strative  and  miscellaneous, 
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IKGOMB  TAX  DiaESTS. 

The  sections  i^elating  to  income  tax  are  as  follows : 

Gene^^  provisions — 

Section  200.  Income  tax  definitions. 

201.  Dividends. 

202.  Basis  for  determining  gain  or  loss, 

203.  Inventories. 

204.  Net  losses. 

205.  Fiscal  year  with  different  rates. 

206.  Parts  of  income  subject  to  rates  for  different 

years. 
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Administrative  provisions — 
Section  250.  Payment  of  taxes. 
Section  251.  Receipts  for  taxes. 
Section  252.  Refunds. 
Section  253.  Penalties,  specific. 
Section  254.  Returns  of  payments  of  dividends. 
Section  255.  Returns  of  brokers. 
Section  256.  Information  at  the  source. 
Section  257.  Returns  to  be  public  records. 
Section  268.  Publication  of  statistics. 
Section  259.  Collection  of  foreign  items. 
Section  260.  Citizens  of  United  States  possessions. 
Section  261.  Porto  Rico  and  Philippine  Islands. 


COMBINED  CONTENTS  OF  BULLETINS  NOS.  1-31,  INCLUSIVE. 

DECEMBER,  1919,  DIGEST  :N0.  7. 


Decision. 

• 

Ruling 
No. 

BuUe- 

Decision. 

Ruling 
No. 

BuUe. 

'MS!*' 

Tnaaury  decisions: 

MIS     

1-19-77 

2-19-148 

3-19-203 

3-19-179 

3-19-199 

4-19-229 

4-19-341 

4-19-343 

5-10-268 

7-19-294 

5-19-349 

6-10-273 

8-10^16 

8-19-324 

fr-19-311 

8-19-833 

8-19-313 

8-19-^33 

9-19-340 

10-19-361 

9-19-341 

9-10-347 

10-10-363 

11-19-381 

30-19-614 

30-19-618 

16-19-451 

14-19-435 

15-19-456 

18-10483 

19-10-500 

19-10-408 

20-10-506 

21-10-626 

21-19-621 

21-10-522 

21-10-626 

23-19-560 

23-19-546 

23-19-653 

24-19^562 

34-10-570 

24-10560 

27-10-601 

27-10-604 

29-10-629 

31-19-647 

1-19-  61 
1-19-116 
1-10-66 
1-10-  16 
1-19-83 
1-19-22 
1-10-82 
1-10-62 
1-19-96 
3-19-160 
3-19-159 
13-19-419 

3-19-203 
8-19-197 
:^19-204 
4-19-340 
4-19-314 
4-19-385 
6-10-279 
I     6-19-283 
6-19-280 

40 
12 
36 
10 
31 
14 
33 
34 
15 

9 
11 
11 

7 
15 

3 
30 

4 
30 

6 
14 

6 
10 
17 
13 
13 
18 
17 

7 
23 

8 
18 
13 
11 
15 
11 
12 
13 
10 

6 
16 

9 
15 

8 

4 

7 

9 

6 

30 
64 
16 
14 
44 
19 
42 
32 
53 
28 
22 
6 

33 
28 
36 
29 

3 
30 
15 
38 
18 

Law  opinions— Continued. 

7-19-302 
fr-19-820 
10-10-865 
17-19-473 
17-10-470 
13-19-426 
13-19-430 
14-19-433 
14-10-439 
18-19-^89 
18-19-478 
30-19-505 
30-10-504 
31-10^19 
33-19-551 
34-19-561 
34-10-671 
34-10-563 
36-19-679 
26-10-698 
29-19-633 
31-19-662 

1-19-  15 
1-10-104 
1-19-94 
1-19-105 
1-10-  10 
1-10-20 
1-10-    8 
1-19-108 
1-19-60 
1-19-  49 
1-19-109 
1-19-84 
1-19-  21 
1-10-  81 
1-10-69 
1-19-103 
2-19-164 
2-10-153 
3-19-141 
3-10-168 
3-10-157 
3-10-146 
8-10-188 
8-19-200 
8-19-191 
4-19-230 
4-19-233 
4-19-215 
4-19-227 
5-10-269 
5-19-247 
11-19-373 
6-19-284 
7-19-290 
7-10-306 
0-10^8 
11-10-360 
7-19-307 
6-19-278 
7-10-296 
8-10-817 
8-19-321 
9-19-346 
10-19-351 
11-19-368 
11-10-384 
11-19-382 

13 

2836 

863 

9 

2840 

873 

18 

2843 

87B 

5 

2844 

880 

3 

2847 

884 

10 

2850 

893 

19 

2851 

895 

5 

2856 

897 

9 

2868 

907 

13 

2860 .' 

908. 

3 

2865 

912 

7 

2800(1) 

914 

A 

28B0i2)      

916 

5 

jKX  ^  ' 

28310             ................ 

926 

13 

2871 

928 

8 

2873 .....••....«••••• 

929 

18 

2874        

930 

11 

2876          

932 

8 

2MD            ......•••«.•-••  — 

942 

10 

2883(1) 

950 

10 

2882  l3i -..-"- 

967 

g 

«w»*  v*/  ....-- 

28S3 ............>•>•.• 

Solicitor's  memoranda: 

920 

2892 

13 

2809.......   .-rr-r -...---. 

921 

'67 

2801 

923 

50 

2003 -.-T-'-r   T 

936 

58 

2006 

927 

7 

939 

17 

2916             

930 

4 

981 

60 

2020            

935 

28 

939 

26 

2923           . . ..  .....---r 

945 

61 

963 

47 

2924  tnartSj  

957 

17 

S*?  \V^*  *  *•/ 

958 

41 

2027    .......T 

961 

87 

963 

56 

2881 

966 

28 

969 

17 

2985 

971 

6 

973 

80 

2943     

976.  ...1 

20 

977 

8 

1951 

983 

17 

991  

82 

Lawopinions: 

993 

23 

997_ 

33 

781 

998    

17 

1000 

7 

788 

1001  

13 

790 

1007 

16 

791 

1014 

9 

792    

1014A 

11 

797 

1020 

34 

1022 

4 

800 

1028 

17 

1026 

11 

812 

1027 

6 

815 

1085 

30 

1037 

18 

1040    

9 

818 

1048    

8 

1062 

18 

835 

1061 

8 

1068 

5 

846 

1081 

6 

816 

1086    

17 

858 

1088 

14 

6 


INCOME  TAX  DIGESTS. 


Combined  contents  of  Bulletins  Nos.  1-^1,  inclusive — Continued. 


Dedston. 

Ruling 
No. 

BuHe. 

Dedaioii. 

Ruling 
No. 

Bnlle- 

Solicitor's  memonndft—Con. 
1090 

11-19-386 
1^-10-448 
19-10-490 
20-19-515 
20-10-516 
20-10-501 
28-10-646 
24-10-672 
24-10^568 
24-10-574 
25-10-684 
26-10-587 
27-10-609 
27-10-602 
27-10-600 
27-10-608 
30-19-689 

1-19- n 
1-19-137 
1-19-    7 
1-19-58 
2-19-155 
2-19-151 
2-19-171 
3-19-178 
3-19-194 
3-19-193 
3-19-178 
3-19-187 
5-19-246 
5-19-261 
fr-19-264 
fr-19-266 

8-19-206 

O-10-270 

fr-10-313 

6-10-267 

6-19-286 

6-19-271 

7-19-303 

7-19-306 

fr-19-334 

»-19-329 

10-10-354 

10-10-357 

11-10-388 

11-10-370 

11-19-800 

11-10-391 

12-19-400 

12-10-398 

12-19-395 

15-19-445 

15-19-442 

15-19-444 

16-19-462 

16-19-457 

16-19-467 

17-19-474 

10-19-465 

18-19-491 

18-19-482 

18-10-484 

19-19-494 

20-10-506 

21-19.520 

22-10-520 

22-10-536 

22-10-531 

22-10-538 

22-10-530 

22-10-582 

22-10-530 

20 
14 
14 
13 
15 

3 

7 
20 

5 
22 

7 

0 
11 

5 

3 

0 
11 

65 
75 

5 
83 
18 
15 
32 

5  1 

S' 

23  , 

7 
15 

7  , 
12 
19 
20 

38 

8 

5 

5 
28 

0 
13 
18 
22 
16 

7 

9 
53 

8 
27 
30 
10 

8 

5 

8 

5 

7 

9 

3 
13 

7 
11 
16 

7 
10 

6 

0 

7 

3 
10 

6 
23 
25 
10 

4 
1 

Advisory  tax  board  memo- 
randa: 
1 

1-19-134 
1-19-72 
1-19-95 
1-19-113 
1-19-120 
1-19-133 
1-19-119 
1-19-  17 
1-19-136 
1-19-  91 
1-19-  13 
2-19-173 
3-19-180 
3-19-210 
3-10-208 

5-19-252 

4-19-238 

5-19-250 

4-19-289 

0-19-285 

6-19-280 

7-10-304 

0-19-274 

6-19-281 

7-19-201 

7-10-308 

8-10-336 

10-10-362 

10-10-367 

10-10-858 

11-10-380 

12-10-410 

12-10-411 

12-10-402 

15-10-458 

15-10-452 

14-10-440 

14-10-441 

15-10-450 

15-10-454 

15-10-443 

16-10-458 

16-10-461 

18-10-480 

18-10-481 

10-10-493 

10-10-406 

10-10-406 

20-10-602 

20-10-508 

28-10-564 

23-10-552 

28-10-644 

22-10-584 

28-10-655 

23-10-540 

28-10-566 

2fr-10-581 
20-10-615 
20-10-627 
80-19-634 
29-19-622 

26-19-507 
35-10-500 
28-10-614 
20-10-620 
30-10-637 
30-10-636 
30-10-638 
31-10-646 

1117 

73 

1140 

2 

SO 

1146 

3 

58 

1136 ; 

4 

63 

1160 

5 

68 

1176 

6 

71 

1177 

7 

66 

1170 

8 

15 

1183 

0 

73 

1187 

10 

49 

1192 

11 

10 

1200 

12 

34 

1202 

15 

18 

1206 

16 

41 

1208 

17 

40 

1217 

18(0eeO-862). 

21 

Advisory  tax  board  reoom- 
mf^ndatioun; 

13 

22 

24 

1 

26 

12 

2 

27 

27 

3 

80 

27 

4 

81 

7 

5 

32 

16 

6 

S3 

11 

7 

34 

22 

8 

89 

6 

0 

41 

21 

10 

42 

24 

12 

44 

15 

13 

46 

20 

14 

48 

11 

15 

40 

25 

16 

50 '. 

14 

17 

51 

14 

18  (see  T.  D.  2870). 

19 

52 

11 

53 

20 

22 

56 

19 

24 

57 

11 

25 

58 

12 

27 

50 

16 

28 

60 

21 

29 ^ 

61 

6 

31 

65 

7 

32 

66 

8 

83 

60 

5 

34 

70 

6 

35 

73(PartI) 

4 

73  (Part  11) 

10 

37 

75. 

12 

38 

77 

4 

40 

78 

5 

41 

81 

17 

42 

82 

15 

43 

84 

5 

44 

86 

17 

45 

87 

19 

46 

80 

8 

01 

20 

48 

Appeals  and  review  reoom- 
mendations: 
1 

51 

6 

2 

5 

54 

5: ....;...; 

7 

6 

5 

56 

7.:::::::::::::::::;;::;:: 

5 

Appeals  and  review  memo- 
randa: 
1 

50 

8 

63 

2:::::..::.:....:::::::::: 

5 

4 

4 

65 

5 

7 

7 

8 

68 

8 

6 

9 

10 

71 

w:::::.:::::::::::::;:::: 

6 

INCOME  TAX  RUUNGS. 


SECTION  1.— GENERAL  DEFINrnONS. 

18-19-414, 
Section  1,  Article  1602 :  Association.  O.  D.  286. 

An  organization,  not  incorporated,  and  not  having  any  agree- 
ment with  its  members  whereby  a  partnership  exists,  and  where  its 
members  contribute  amounts  to  further  the  operations  in  locating 
mines,  is  an  association  and  should  file  an  income  tax  return  under 
the  Revenue  Act  of  1918. 


Section  1,  Article  1504:  Association  Distingroished  from  10-19-351. 

Trust.  S-1068. 

Where  beneficiaries  holding  certificates  evidencing  their  interest 
under  a  so-called  ^^Massachusetts  trust '^  agreement  annually  elect 
persons  delegated  to  conduct  the  affairs  of  the  trust,  thus  retaming  a 
voice  in  the  ousiness,  the  trust  is  an  association  and  is  subject  to  the 
normal  tax  upon  its  income  under  the  Acts  of  1913,  1916,  and  1918; 
the  excess  profits  tax  under  the  Acts  of  1917  and  1918 :  the  capital 
stock  tax  under  the  Acts  of  1916  and  1918;  and  the  certincates  issued 
by  the  trust  to  the  beneficiaries  are  subject  to  the  stamp  tax  under 
the  Acts  of  1917  and  1918. 

Where  the  trustees  originally  appointed  were  to  hold  office  during 
the  entire  period  of  the  trust,  the  right  of  the  shareholders  being 
limited  to  filling  vacancies,  the  beneficiaries  not  retaining  any  sub- 
stantial control  over  the  affairs  of  the  trust,  such  a  trust  is  not  an 
association  or  taxable  as  such  under  section  230  of  the  act  of  1918, 
but  under  section  219  relating  to  trusts.  They  are  not  subject  to  the 
excess  profits  tax  nor  the  capital  stock  tax,  nor  are  the  certificates 
issued  by  the  trustees  subject  to  stamp  tax.  (Also  sec.  219,  art.  341 ; 
sec.  230^  art.  503.) 


27-19-600 
S-1205. 
When  under  a  trust  agreement  property  is  transferred  to  self- 
perpetuating  trustees  who  have  absolute  control  of  the  property,  in- 
cluding the  power  of  sale  and  reinvestment  of  the  proceeds,  and  the 
interest  of  each  beneficiary  is  evidenced  by  transferable  certificates 
of  beneficial  interest  issued  bv  the  trustees,  each  certificate  stating  the 
number  of  shares  to  which  the  person  named  therein  is  entitled,  and 
when  the  rights  of  certificate  holders  are  expressly  limited  to  receiv- 
ing such  distributions  of  net  income  or  proceeds  of  the  property  as 
the  trustees  may  declare,  the  trustees  in  no  event  to  have  recourse  to 
the  certificate  holders  for  the  payment  of  any  expenses  or  liabilities 
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incurred,  but  upon  the  expiration  of  the  trust  to  distribute  property 
remaining  in  their  hands  according  to  terms  of  the  trust  agreement, 
the  trust  so  formed  is  not  taxable  as  an  association  under  the  Act  oi 
October  3, 1918. 

Section  1,  Article  1605 :  Limited  Partnership  as  Part-  20-19-501. 

nership.  S-1160. 

A  limited  partnershijp  organized  imder  the  laws  of  Mississippi 
(sees.  6467-5484,  Hemingway's  Ann.  Miss.  Code  (1917))  is  not 
taxable  as  an  association  on  its  income  under  the  act  of  October  3, 
1913,  nor  under  the  act  of  September  8, 1916. 


Section  1,  Article  1506:  Limited  Partnership  as  Corpo-  27-19-601. 

ration.  T.  D.  2948. 

Article  1506  of  Regulations  45  is  amended  to  read  as  follows : 

Abt.  1506.  Limited  partnership  as.  corporation, — On  the  other  hand,  limited 
partnerships  of  the  type  of  partnerships  with  limited  liability  or  partnership 
associations  authorized  by  the  statutes  of  Pennsylvania  and  of  a  few  other 
States  are  only  nominaUy  partnerships.  Such  soK^alled  limited  partnerships, 
offering  opportunity  for  limiting  the  liabUity  of  all  the  members,  providing  for 
the  transferability  of  partnership  shares,  and  capable  of  holding  real  estate 
and  bringing  suit  in  the  common  name,  are  more  truly  corporations  than  part- 
nerships and  must  make  returns  of  income  and  pay  the  tax  as  corporations. 
The  income  received  by  the  members  out  of  the  earnings  of  such  limited  part- 
nerships will  be  treated  in  their  personal  returns  in  the  same  manner  as  dis- 
tributions on  the  stock  of  corporations.  In  all  doubtful  cases  limited  partner- 
ships will  be  treated  as  corporations  unless  they  submit-  satisfactory  proof 
that  they  are  not  in  effect  so  organized.  A  Michigan  partnership  association 
is  a  corporation.  Such  a  corporation  may  or  may  not  be  a  personal  service 
corporation.    See  sections  200  and  218  of  the  statute  and  articles  1523-1532. 


29-19-621. 
O.  D.  334. 

Virginia  partnerahip  associations  or  limited  partnerships  formed 
under  sections  2878  to  2886,  inclusive,  of  the  Virginia  code  of  1904 
are  to  be  treated  as  corporations  or  joint-stock  companies  for  income- 
tax  purposes. 

Tne  status  of  Virginia  limited  partnerships  formed  under  the  act  of 
March  14,  1918  (acte  of  Assembly  of  Virginia,  1918),  must  be  deter- 
mined in  each  case  by  consideration  of  the  certificate  of  partnership 
and  all  pertinent  facts. 

Section  1,  Article  1607 :  Joint  Ownership  and  Joint  2-19^139. 

Adventure.  O.  D.  96. 

Participation  of  two  United  States  corporations  in  a  joint 
enterprise  does  not  constitute  them  partners,  and  they  are  taxable 
under  the  Revenue  Acft  of  1918  as  corporations  on  their  respective 
shares  of  the  profits  in  the  same  way  and  to  the  same  extent  as  on 
any  other  income  accruing  to  them. 

The  same  rule  would  apply  in  the  case  of  a  joint  venture  entered 
into  by  agreement  between  a  United  States  corporation  and  an 
individual. 
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12-19-394. 

Seetion  1,  Article  1510:  Oovernment  Contract.  O.  D.  224. 

A  contract  entered  into  May  1,  1918,  with  the  Director  General 
of  Railroads  for  certain  cars  for  the  account,  use,  and  benefit  of 
the  various  railroad  companies  under  Federal  control  is  not  a  Gov- 
ernment contract  within  the  meaning  of  sections  1  and  1408  of  the 
Bevenue  Act  of  1918,  for  the  reason  that  the  cars  are  not  for  the  use  of 
or  for  the  account  of  the  United  States. 


17-19-468. 
O.  D.  261. 

Contracts  entered  into  between  a  taxpayer  and  the  Knights  of 
Columbus  or  the  Young  Men^s  Christian  Association  are  not  con- 
sidered Government  contracts  within  the  meaning  of  section  1  of  the 
Bevenue  Act  of  1918.  However,  contracts  with  the  American  Bed 
Cross  are  considered  Government  contracts  within  the  meaning  of 
that  section. 


21-1^-619. 
Q-916. 

The  term  "  Government  contract "  as  used  in  the  act  of  1918  in- 
cludes oral  or  written  contracts  and  those  relating  to  sales  of  standard 
goods  and  services  at  open-market  prices  as  well  as  those  of  a  special 
nature. 

Sales  of  goods  from  existing  stocks  where  delivery  is  inmiediate 
are  not,  however,  within  the  purview  of  the  axjt. 


24^19-657. 
O.  D.  295. 
A  Government  contract  entered  into  in  1917,  amended  as  to  some 
of  its  provisions  in  1918,  and  further,  modified  in  1919,  is  in 
effect  the  same  contract  as  entered  into  in  1917  if  the  original  contract 
has  not  been  revoked  or  supplanted  by  a  new  contract.  Therefore, 
income  derived  from  the  contract  should  be  computed  in  accordance 
with  the  provisions  of  subdivision  (c)  of  section  301.  (Also  sec.  301, 
art  714.) 

SECTION  200— DEFINITIONS. 

1-19-185. 
Section  SiOO,  Article  1523 :  Personal  Service  Corporation.  T.  B.  M.  9. 

A  claim  for  assessment  as  a  personal  service  corporation  should 
be  denied  where  the  income  of  the  corporation  is  aerived  entirely 
as  a  result  of  the  ownership  of  certain  property  (such  as 
patents)  and  is  in  no  sense  derived  from  the  personal  activities  of 
any  of  the  stockholders. 

29-19-622. 

A.  R.  R.  7. 

A  freight- forwarding  business  which  advances  various  costs  of 

carriage  is  not  to  be  classed  as  a  corporation  with  nominal  capital 

under  the  provisions  of  section  209,  Revenue  Act  of  1917. 
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Seotion  200,  Article  1524:  Fenonal  Service  CorporatioiL:  1-19-4. 

Certain  Corporations  Excluded.  O.  D.  1. 

Section  200  of  the  Revenue  Act  of  1918  excludes  from  personal 
service  classification  a  corporation  50  per  cent  or  more  of  whose  gross 
income  consists  of  gains,  profits,  or  income  derived  from  trading  as 
a  principal.  It  does  not  necessarily  follow,  however,  if  50  per  cent 
or  more  9f  the  gross  income  was  derived  from  the  personal  service 
phase  of  the  business  that  the  corporation  may  claim  personal  serv- 
ice classification. 


Section  200,  Article  1525 :  Personal  Services  Bendered  by  19-19-492. 

Personal  Service  Corporation.  T.  B.  R.  58. 

A  corporation  engaged  in  the  business  of  retailing  automobiles, 
whose  stock  is  owned  by  two  stockholders  actively  engaged  in  the 
business  as  principal  salesmen,  there  being  but  one  other  salesman,  is 
not  entitled  to  be  classified  as  a  personal  service  corporation^  because 
the  business  is  that  of  the  ordinary  commercial  enterprise,  m  which 
capital  is  a  material  factor  in  the  conduct  of  the  business.  (Also 
sec.  327,  art.  901.) 

Section  200,  Article  1526:  Personal  Services  Bendered  by  1-19-5. 

Personal  Service  Corporation :  More  Than  One  Bnsiiiess.  O.  D.  2. 

A  sanitarium  owned  and  operated  by  doctors,  who  in  additibn  to 
selling  their  services  derive  income  from  the  buildings  and  grounds 
by  housing  patients,  can  not  be  termed  a  corporation  within  the  per- 
sonal service  class.     (Also  art.  1532.) 


Section  200,  Article  1533 :  "  Taxable  year,''  "  withholding  1-19-3. 

agent,"  and  "  paid."  S-930. 

The  first  taxable  year  of  a  corporation  organized  in  1918  which 
established  a  recognized  fiscal  year  not  ending  in  1918  after  its 
organization  is  its  fiscal  year  ending  in  1919. 


SECTION  201— DIVIDENDS. 


Section  201,  Article  1541 :  Dividends. 

(See  2-19-140;  sec.  213 ^a),  art.  52.)     Dividends  paid  in  one  year 
but  not  actually  received  by  stockholders  until  the  succeeding  year. 


(See  12-19-398;  sec.  213(a),  art.  31.)  Effect  on  stockholder's 
gross  income  of  dividends  legally  declared  and  paid  in  1918 
and  subsequently  after  the  passage  of  the  Revenue  Act  of  1918, 
repaid  to  the  corporation  in  1919,  pursuant  to  action  by  the  corpora- 
tion purporting  to  rescind  the  declaration  of  the  dividend.  (But 
see  20-19-602,  sec.  201,  art.  1541.) 
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15-19-442. 
T.  B.  R.  45. 
A  cash  dividend    paid  in    1916  by  a  subsidiary  to  parent  cor- 
poration, its  sole  stockholder,  is  taxable  under  the  Revenue  Act  of 
1916  to  the  extent  that  such  dividend  was  paid  from  surplus  earned 
after  March  1, 1918  (1916  law  only). 


20^19-502. 
T.  B.  M.  77. 
A  dividend  declared  and  paid  by  a  corporation  was  in  part 
illegal,  inasmuch  as  it  exceeded  the  true  earnings,  and  the  corporation 
later  rescinded  it.  To  the  extent  that  the  corporation  had  a  legal 
right  to  force  rescission  and  repayment  of  such  dividend,  and  such 
rescission  and  repayment  were  actually  made,  the  rescinded  dividend 
should  not  be  considered  income  to  the  stockholders  for  the  purpose 
of  taxation.  (Also  sec.  213,  art.  81.)  (See  12-19^98,  sec.  218,  art. 
31.) 


21-19-520. 
T.  B.  R.  60. 

Distributions  to  a  domestic  corporation,  a  stockholder  in  a  for- 
eign corporation  deriving  no  income  from  sources  within  the 
United  States  during  the  year  1917,  of  profits  or  surplus  accumu- 
lated by  such  foreign  corporation  prior  to  the  year  1917,  are  not 
taxable  to  the  domestic  corporation  at  the  rates  prescribed  for  the 
year  1917,  and  are  not  subject  to  the  excess  profits  tax  imposed  by 
Title  II  of  the  Revenue  Act  of  that  year.  (Also  sec.  218,  art.  31 ; 
sec  233,  art  541 ;  sec.  320,  art.  801.) 


22-19-529. 
T.  B.  R.  63. 

Where  the  directors  of  several  subsidiary  companies  in  1914  voted 
large  dividends  payable  in  cash  and  also  at  the  same  meetings 
authorized  increases  in  the  capital  stock  in  amounts  equal  to  the  cash 
diyidends  declared  and  all  of  the  stockholders  agreed  to  purchase 
the  new  stock  issue  with  these  dividends,  the  entire  transaction  being 
merely  an  exchange  of  checks,  the  dividends  are  held  to  be  cash  divi- 
dends and  taxable  as  such  imder  the  Revenue  Act  of  1918. 


25-19-579. 
0-932. 

A  stockholder  who  has  received  payments  from  a  corporation 
because  of  his  stock  ownership  in  such  corporation,  which  payments 
were  not  subject  to  a  formal  declaration  of  dividends  at  the  time 
they  were  made,  and  which  were  not  then  entered  on  the  corporation's 
books  against  surplus  accrued  prior  to  March  1,  1913,  is  required  to 
return  such  distribution  of  corporate  profits  as  dividends  and  pay 
the  income  tax  thereon  pursuant  to  article  107,  Regulations  33  (Ke- 
vised)  and  T.  D.  2659. 

The  formal  declaration  of  such  dividend  by  the  directors  of  the 
corporation  at  a  date  one  year  after  the  dividend  had  been  paid  and 
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incurred,  but  upon  the  expiration  of  the  trust  to  distribute  property 
remaining  in  their  hands  according  to  terms  of  the  trust  agreement, 
the  trust  so  formed  is  not  taxable  as  an  association  under  the  Act  of 
October  3, 1918. 

Section  1,  Article  1505 :  Limited  Partnership  as  Part-  20-19-501. 

nership.  S-1160. 

A  limited  partnership  organized  under  the  laws  of  Mississippi 
(sees.  5467-6484,  Hemmgway's  Ann.  Miss.  Code  (1917))  is  not 
taxable  as  an  association  on  its  income  under  the  act  of  October  3, 
1913,  nor  under  the  act  of  September  8, 1916. 


Section  1,  Article  1506:  Limited  Partnership  as  Corpo-  27-19-601. 

ration.  T.D.2948, 

Article  1506  of  Regulations  45  is  amended  to  read  as  follows: 

Abt.  1506.  Limited  partnership  as.  corpomtion. — Ou  the  other  hand,  limited 
partnerships  of  the  type  of  partnerships  with  limited  liability  or  partnership 
associations  authorized  by  the  statutes  of  Pennsylvania  and  of  a  few  other 
States  are  only  nominaUy  partnerships.  Such  so-caUed  limited  partnerships, 
offering  opportunity  for  limiting  the  liability  of  all  the  members,  providing  for 
the  transferability  of  partnership  shares,  and  capable  of  holding  real  estate 
and  bringing  suit  in  the  common  name,  are  more  truly  corporations  than  part- 
nerships and  must  make  returns  of  income  and  pay  the  tax  as  corporations. 
The  income  received  by  the  members  out  of  the  earnings  of  such  limited  part- 
nerships will  be  treated  in  their  personal  returns  in  the  same  manner  as  dis- 
tributions on  the  stock  of  corporations.  In  all  doubtful  cases  limited  partner- 
ships will  be  treated  as  corporations  unless  they  sabmit-  satisfactory  proof 
that  they  are  not  in  effect  so  organized.  A  Michigan  partnership  association 
is  a  corporation.  Such  a  corporation  may  or  may  not  be  a  personal  service 
corporation.    See  sections  200  and  218  of  the  statute  and  articles  1523-1532. 


29-19-621. 
O.  D.  334. 

Virginia  partneinship  associations  or  limited  partnerships  formed 
under  sections  2878  to  2886,  inclusive,  of  the  Virginia  code  of  1904 
are  to  be  treated  as  corporations  or  joint-stock  companies  for  income- 
tax  purposes. 

The  status  of  Virginia  limited  partnerships  formed  under  the  act  of 
March  14,  1918  (acte  of  Assembly  of  Virginia,  1918),  must  be  deter- 
mined in  each  case  by  consideration  of  the  certificate  of  partnership 
and  all  pertinent  facts. 

Section  1,  Article  1507:  Joint  Ownership  and  Joint  2-19^139. 

Adventure.  O.  D.  96. 

Participation  of  two  United  States  corporations  in  a  joint 
enterprise  does  not  constitute  them  partners,  and  they  are  taxable 
under  the  Bevenue  Act  of  1918  as  corporations  on  their  respective 
shares  of  the  profits  in  the  same  way  and  to  the  same  extent  as  on 
any  other  income  accruing  to  them. 

The  same  rule  would  apply  in  the  case  of  a  joint  venture  entered 
into  by  agreement  between  a  United  States  corporation  and  an 
individual. 
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12-1&-394. 
Section  1,  Article  1610:  OoTemment  Contract.  O.  D.  224. 

A  contract  entered  into  May  1,  1918,  with  the  Director  General 
of  Railroads  for  certain  cars  for  the  account,  use,  and  benefit  of 
the  various  railroad  companies  under  Federal  control  is  not  a  Gov- 
ernment contract  within  the  meaning  of  sections  1  and  1408  of  the 
Revenue  Act  of  1918,  for  the  reason  that  the  cars  are  not  for  the  use  of 
or  for  the  account  of  the  United  States, 


17-19-468. 
O.  D.  261. 

Contracts  entered  into  between  a  taxpayer  and  the  Knights  of 
Columbus  or  the  Young  Men's  Christian  Association  are  not  con- 
sidered Government  contracts  within  the  meaning  of  section  1  of  the 
Revenue  Act  of  1918.  However,  contracts  with  the  American  Red 
Cross  are  considered  Government  contracts  within  the  meaning  of 
that  section. 

21-19-619. 
a-916. 

The  term  ^'  Government  contract "  as  used  in  the  act  of  1918  in- 
cludes oral  or  written  contracts  and  those  relating  to  sales  of  standard 
goods  and  services  at  open-market  prices  as  well  as  those  of  a  special 
nature. 

Sales  of  goods  from  existing  stocks  where  delivery  is  immediate 
are  not,  however,  within  the  purview  of  the  act. 


24r-19-557. 
O.  D.  295. 
A  Government  contract  entered  into  in  1917,  amended  as  to  some 
of  its  provisions  in  1918,  and  further,  modified  in  1919,  is  in 
effect  the  same  contract  as  entered  into  in  1917  if  the  original  contract 
has  not  been  revoked  or  supplanted  by  a  new  contract.  Therefore, 
income  derived  from  the  contract  should  be  computed  in  accordance 
with  the  provisions  of  subdivision  (c)  of  section  801.  (Also  sec.  301, 
art  714.)  

SECTION  200— DEFINITIONS. 

1-19-135. 
Seotion  200,  Article  1628 :  Personal  Service  Corporation.  T.  B.  M.  9. 

A  claim  for  assessment  as  a  personal  service  corporation  should 
be  denied  where  the  income  of  the  corporation  is  derived  entirely 
as  a  result  of  the  ownership  of  certain  property  (such  as 
patents)  and  is  in  no  sense  derived  from  the  personal  activities  of 
any  of  the  stockholders. 


29-19-622. 
A.  R.  R.  7. 


A  freight-forwarding  business  which  advances  various  costs  of 
carriage  is  not  to  be  classed  as  a  corporation  with  nominal  capital 
under  the  provisions  of  section  209,  Revenue  Act  of  1917. 
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Seotion  200,  Article  1524:  Personal  Service  CorporatioiL:  1-19-4. 

Certain  Corporations  Excluded.  O.  D.  1. 

Section  200  of  the  Revenue  Act  of  1918  excludes  from  personal 
service  classification  a  corporation  50  per  cent  or  more  of  whose  gross 
income  consists  of  gains,  profits,  or  income  derived  from  trading  as 
a  principal.  It  does  not  necessarily  follow,  however,  if  50  per  cent 
or  more  of  the  gross  income  was  derived  from  the  personal  service 
phase  of  the  business  that  the  corporation  may  claim  personal  serv- 
ice classification. 


Section  200,  Article  1525 :  Personal  Services  Bendered  by  19-19-492. 

Personal  Service  Corporation.  T.  B,  R.  58. 

A  corporation  engaged  in  the  business  of  retailing  automobiles, 
whose  stock  is  owned  by  two  stockholders  actively  engaged  in  the 
business  as  principal  salesmen,  there  being  but  one  other  salesman,  is 
not  entitled  to  be  classified  as  a  personal  service  corporation,  because 
the  business  is  that  of  the  ordinary  commercial  enterprise,  in  which 
capital  is  a  material  factor  in  the  conduct  of  the  business.  (Also 
sec.  327,  art.  901.) 

Section  200,  Article  1526:  Personal  Services  Bendered  by  1-19-5. 

Personal  Service  Corporation :  More  Than  One  Bnsiiless.  O.  D.  2. 

A  sanitariimi  owned  and  operated  by  doctors,  who  in  additibn  to 
selling  their  services  derive  income  from  the  buildings  and  grounds 
by  housing  patients,  can  not  be  termed  a  corporation  within  the  per- 
sonal service  class.     (Also  art.  1532.) 


Section  200,  Article  1533 :  "  Taxable  year,"  "  withholding  1-19-^. 

agent/'  and  "  paid."  S-980. 

The  first  taxable  year  of  a  corporation  organized  in  1918  which 
established  a  recognized  fiscal  year  not  ending  in  1918  after  its 
organization  is  its  fiscal  year  ending  in  1919. 


SECTION  201— DIVIDENDS. 


Section  201,  Article  1541 :  Dividends. 

(See  2-19-140;  sec.  213(a),  art.  52.)     Dividends  paid  in  one  year 
but  not  actually  received  by  stockholders  until  the  succeeding  year. 


(See  12-19-398;  sec.  213(a)y  art.  31.)  Effect  on  stockholder's 
gross  income  of  dividends  legally  declared  and  paid  in  1918 
and  subsequently  after  the  passage  of  the  Revenue  Act  of  1918, 
repaid  to  the  corporation  in  1919,  pursuant  to  action  by  the  corpora- 
tion purporting  to  rescind  the  declaration  of  the  dividend.  (But 
see  20-19-602,  sec.  201,  art.  1541.) 
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15-ld-442. 
T.  B.  R.  45. 
A  cash  dividend   paid  in    1916  by  a  subsidiary  to  parent  cor- 
poration, its  sole  stoddiolder.  is  taxable  under  the  Revenue  Act  of 
1916  to  the  extent  that  such  dividend  was  paid  from  surplus  earned 
after  March  1, 1918  (1916  law  only). 


20-19-502. 
T.  B.  M.  77. 

A  dividend  declared  and  paid  by  a  corporation  was  in  part 
illegal,  inasmuch  as  it  exceeded  the  true  earnings,  and  the  corporation 
later  rescinded  it.  To  the  extent  that  the  corporation  had  a  legal 
right  to  force  rescission  and  repayment  of  such  dividend,  and  such 
rescission  and  repayment  were  actually  made,  the  rescinded  dividend 
should  not  be  considered  income  to  the  stockholders  for  the  purpose 
of  taxation.  (Also  sec.  213,  art.  81.)  (See  12-19-898,  sec.  218,  art. 
31.) 


21-19-520. 
T.  B.  R.  60. 

Distributions  to  a  domestic  corporation,  a  stockholder  in  a  for- 
eign corporation  deriving  no  income  from  sources  within  the 
United  States  during  the  year  1917,  of  profits  or  surplus  accumu- 
lated by  such  foreign  corporation  prior  to  the  year  1917,  are  not 
taxable  to  the  domestic  corporation  at  the  rates  prescribed  for  the 
year  1917,  and  are  not  subject  to  the  excess  profits  tax  imposed  by 
Title  II  of  the  Revenue  Act  of  that  year.  (Also  sec.  213,  art.  31 ; 
sec.  233,  art.  541;  sec.  820,  art.  801.) 


22-19-529. 
T.  B.  R.  63. 

Where  the  directors  of  several  subsidiary  companies  in  1914  voted 
large  dividends  payable  in  cash  and  also  at  the  same  meetings 
auSiorized  increases  in  the  capital  stock  in  amounts  equal  to  the  cash 
dividends  declared  and  all  of  the  stockholders  agreed  to  purchase 
the  new  stock  issue  with  these  dividends,  the  entire  transaction  being 
merely  an  exchange  of  checks,  the  dividends  are  held  to  be  cash  divi- 
dends and  taxable  as  such  under  the  Revenue  Act  of  1918. 


25-19-579. 
0-932. 

A  stockholder  who  has  received  payments  from  a  corporation 
because  of  his  stock  ownership  in  such  corporation,  which  payments 
were  not  subject  to  a  formal  declaration  of  dividends  at  the  time 
they  were  made,  and  which  were  not  then  entered  on  the  corporation's 
books  against  surplus  accrued  prior  to  March  1,  1913,  is  required  to 
return  such  distribution  of  corporate  profits  as  dividends  and  pay 
the  income  tax  thereon  pursuant  to  article  107,  Regulations  33  (Ke- 
vised)  and  T.  D.  2659. 

The  formal  declaration  of  such  dividend  by  the  directors  of  the 
corporation  at  a  date  one  year  after  the  dividend  had  been  paid  and 
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subsequent  entries  made  on  the  books  of  the  corporation  do  not  ha^e 
the  effect  of  relieving  the  taxpayer  of  tax  on  such  dividends.  (Over- 
ruling 0-272.) 


Section  201,  Article  1542:  Presumption  as  to  Source  of  1-19-8. 

Distribution.  O.  D.  4. 

Section  201  (e)  of  Title  II  of  the  Revenue  Act  of  1918  should 
be  literally  construed,  and  ^the  first  60  days  of  any  taxable  year** 
includes  March  1«  except  during  a  leap  year. 


1-19-9. 
O.  D.  5. 
The  60-day  provision  of  section  201  (e)  of  the  Revenue  Act  of 
1918  is  not  for  the  purpose  of  determining  the  rates  of  tax  to  be  paid 
b^  the  shareholders,  but  is  for  the  purpose  of  allowing  the  corpora- 
tion to  determine  the  earnings  from  which  the  dividend  is  paid. 


6-19-266. 
O.  D.  163. 
A  dividend  will  be  deemed  to  have  been  paid  out  of  current 
earnings  to  the  extent  possible,  and  taxable  to  the  recipient  accord- 
ingly, notwithstanding  that  there  is  an  actual  impairment  of  capital 
and  the  books  show  an  apparent  surplus  based  on  an  arbitrary  valua- 
tion of  good  will,  trade-marks,  etc. 


12-19-395. 
T.B.R.43. 
Where  a  corporation  has  profits  accumulated  prior  to  March 
1, 1913,  but  none  accumulated  between  that  date  and  January  1^  1918, 
and  pays  dividends  during  the  first  60  days  of  1918,  such  dividends 
will  be  deemed  to  have  been  paid  from  earnings  or  profits  accumu- 
lated after  December  31,  19lf. 

(See  23-19-^52;  sec.  325,  article  813.)     Repayment  to  principal 
stockholder  of  paid-in  surplus. 


5-19-243. 
Section  201,  Article  1544:  Dividends  Paid  in  Property :  O.  D.  152. 

Where  a  national  bank  utilized  a  portion  of  its  undivided  profits 
in  the  creation  of  a  savings  bank  and  trust  company,  the  stock 
of  said  savings  bank  and  trust  company  being  issued  in  the  names 
of  trustees  for  all  shareholders  of  the  national  bank,  and  the  cer- 
tificates of  stock  of  the  national  bank  showing  on  the  face  Hiereof 
that  the  holders  are  entitled  to  their  pro  rata  share  of  the  capital 
stock  of  the  savings  bank  and  trust  company,  the  stockholders  would 
be  deemed  to  have  received  a  dividend  in  specie  and  would  be  liable 
for  tax  on  the  value  of  certificates  of  stock  in  the  new  corporation 
received  by  them. 
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17-19-469. 
O.  D.  262, 

When  dividends  are  paid  in  Liberty  bonds  having  a  market 
value  below  par  the  difference  between  par  and  market  is  not  an  allow- 
able deduction  for  income  tax  purposes.  (Also  sec.  234(a)4,  art. 
661.) 


1-19-7. 
Section  201,  Article  1648 :  Stock  Dividends.  T.  B.  R.  3. 

Under  the  Revenue  Act  of  1917  stock  dividends  paid  during  any 
taxable  year,  and  under  the  Revenue  Act  of  1918  stock  dividends 

Eaid  after  the  first  60  days  of  any  taxable  year,  shidl  be  deemed  to 
ave  been  paid  from  the  most  recently  accumulated  earnings  or 
profits,  but  the  payment  of  a  stock  dividend  has  no  effect  upon  the 
amount  of  invested  capital.  The  distribution  of  a  stock  dividend  is 
in  effect  a  capitalization  of  current  earnings  or  of  earned  surplus  on 
hand  at  the  oeginning  of  the  year.  The  capitalization  of  current 
earnings  does  not  increase  the  invested  capital,  and  the  capitalization 
of  surplus  on  hand  at  the  beginning  of  the  year  does  not  decrease 
the  invested  capital.    (Also  sec.  826,  art.  869.) 


11-19-868. 
S.  1081. 

Where  a  stockholder  claims  he  is  not  subject  to  income  tax  upon  a 
stock  dividend  received  in  1916,  on  the  ground  that  such  dividend 
was  declared  from  a  surplus  created  by  the  capitalization  of  the  good 
will  of  the  corporation,  and  the  claim  is  not  supported  by  contem- 
poraneous records  of  the  corporation,  showing  that  such  dividend 
was  declared  from  such  surplus  and  by  proofs  that  the  accounts  of 
the  corporation  are  in  accordance  with  such  records,  the  claim  can 
not  be  allowed.  It'  is  indispensable  in  any  such  case  that  the  proof 
shall  disclose  from  the  time  of  the  creation  of  the  surplus  by  the  capi- 
talization of  good  will  continuously  the  item  of  capitalized  good  will 
against  which  stock  dividends  are  sought  to  be  declared.  In  any 
case  where  the  surplus  account  does  not  show  such  item  of  good  will, 
but  commingles  the  capitalized  good  will  with  undivided  profits  and 
earned  surplus,  it  is  clear  that  stock  dividends  declared  out  of  such 
surplus  account  rfre  not  exempt  from  taxation.  (Provisions  of  reve- 
nue act  of  1917  are  not  here  considered.) 


Section  201,  Article  1547 :  Sale  of  Stock  Beceived  as  30-19-634. 

Dividends.  A.  E.  E.  6. 

Treasury  Decision  2734  is  in  accordance  with  the  holding  of  the 
Supreme  Court  in  the  Towne  v.  Eisner  case  (245 U.  S.  418), and  lays 
down  a  correct  method  for  determining  the  profit  on  stock  held  on 
March  1,  1913,  on  which  a  stock  dividend  has  subsequently  been 
received,    (Also  sec.  202  art.  1561.) 
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Section  201,  Artiole  1648 :  DistribntioiL  in  Liquidation. 

(See  2-19-141;  sec.  213(a),  art.  52.)    Distribution  in  liquidation 
extending  over  two  years  for  which  tax  rates  differ. 


(See  30-19-635;  sec.  213(a),  art.  52.)      Liquidation  distributions 
made  in  installments. 


SECTION  202— BASIS  FOR  DETERMINING  GAIN  OR  LOSS. 

Section  202,  Article  1561:  Basis  for  Determining  Oain  1-19-10. 

or  Loss  from  Sale.  S.  927. 

Where  a  taxpayer  manufactures  property  and  keeps  it  on 
hand  for  a  number  of  years,  until  it  is  sold  in  the  taxable  year  1918, 
the  gain  derived  is  the  difference  between  the  selling  price  and  the 
cost,  if  acquired  after  February  28,  1918.  or  if  acquired  prior  to 
March  1, 1913,  the  fair  market  value  as  of  tnat  date ;  or  the  difference 
between  the  selling  price  and  the  inventory  value  of  the  goods  at  the 
beginning  of  the  taxable  year,  on  the  inventory  basis  regularly  fol- 
lowed by  the  taxpayer;  that  is,  either  an  inventory  basis  of  cost  or 
an  invehtory  basis  of  cost  or  market  value,  whichever  is  lower.  It 
is  not  permissible  to  use  market  value  except  when  it  becomes  ma- 
terial in  taking  inventory  on  the  basis  of  cost  or  market  value,  which- 
ever is  lower. 


1-19-11. 
O.  D.  6. 

In  the  case  of  an  estate  which  on  March  1,  1913,  owned  a  claim 
against  some  individual  or  business  or  Government  organiza- 
tion, the  difference  between  the  amount  received  in  payment  of  the 
claim  and  the  actual  value  of  the  claim  March  1,  1913,  is  either  gain 
or  loss,  as^the  case  may  .be,  to  be  reported  in  the  return  for  the  year 
in  which  the  claim  was  settled.  Interest  accrued  on  the  claim  from 
March  1,  1913,  to  date  of  settlement  is  taxable  income  to  the  estate. 
If  payment  was  received  in  securities  which  can  be  proved  to  have 
been  worth  less  than  face  value,  the  amount  to  be  reported  as  taxable 
income  is  reduced  accordingly.  If  the  securities  are  sold,  taxable 
income  will  be  realized  or  a  deductible  loss  sustained  to  the  extent 
of  the  difference  between  the  amount  received  from  the  sale  and  the 
actual  value  of  the  securities  at  the  time  acquired. '  (Also  art  1568.) 


1-19-12. 
O.  D,  T. 

In  general,  value  as  at  March  1,  1913,  of  property,  real,  personal, 
or  mixed,  may  be  established  by  consiaeration  of  bona  fide 
transactions  in  like  property  occurring  on  or  about  March  1,  1918, 
together  with  all  other  facts  pertaining  to  such  value. 


5-19-245. 
S-1003. 

Where  a  taxpayer  takes  inventories  on  the  basis  of  cost  or  market 
price,  whichever  is  lower,  goods  which  were  acquired  before  March  1, 
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1913,  will  be  inventoried  at  the  market  value  on  March  1,  1913,  or  at 
the  market  price  at  the  time  of  the  inventory,  whichever  is  lower. 


17-19-470. 
O.  880. 

For  the  purpose  of  detennininj^  gain  or  loss  resulting  from 
the  sale  of  a  homestead  upon  which  entry  had  been  made  prior  to 
March  1,  1918,  and  patent  acquired  subsequent  to  that  date,  the 
entryman  will  be  regarded  as  having  acquired  the  property  prior  to 
March  1,  1913,  and  the  fair  market  price  or  value  of  the  property 
on  that  date  shall  be  taken  as  the  basis. 

19-19-493. 
T.  B.  M.  73. 

In  the  year  1900  a  taxpayer  purchased  two  shares  of  corporate 
stock  for  an  aggregate  amount  of  52  x  dollars,  and  in  1915  sold  the 
same  shares  for  36  or  dollars.    On  March  1,  1913,  this  stock  was 

Juoted  at  24  or  dollars.  The  taxpayer  claims  that  he  is  entitled  to  a 
eduction  for  loss  upon  the  sale  of  stock  to  the  extent  of  the  pro  rata 
part  of  the  reduction  from  cost  to  sale  price  attributable  to  the  period 
after  March  1, 1913, 

The  excess  of  the  proceeds  of  a  sale  in  the  year  1915  of  stock 
acquired  by  the  taxpayer  prior  to  March  1,  1913,  over  the  market 
value  of  such  stock  on  March  1,  1913,  determined  according  to  ^^  the 
best  evidence  obtainable,''  is  income  for  such  taxpayer  for  the  year 
1915,  regardless  of  the  fact  that  the  sale  price  of  such  stock  was  less 
than  the  cost  of  such  stock  to  the  taxpayer. 


(See  24-19-558;  sec.  212,  art.  23.)     Gain  or  loss  from  short  sales 
of  stock  before  transaction  is  closed. 


(See  30-19-634 ;  sec.  201,  art.  1547.)    Determination  of  gain  or  loss 
on  sale  of  stocks  received  as  a  dividend. 


Section  202,  Article  1562:  Sale  of  Property  Acquired  by 

Gift  or  Bequest. 

(See  3-19-198;  sec.  219,  art.  341.)     Amount  taxable  in  case  secu- 
rities held  in  trust  for  a  beneficiary  are  sold. 


30-19-637. 
A.  R.  M.  7. 

The  appraised  value  of  stock  as  at  the  time  of  the  creation  of  a 
trust  estate,  by  appraisers  of  a  State  court,  creates  a  presumption 
only  that  the  stock  is  of  the  appraised  value ;  this  presumption  may 
be  rebutted  by  competent  evidence  to  the  effect  that  the  stock  was 
of  another  value  than  that  appraised. 
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Section  202,  Article  1564:  DetermmatioiL  of  Oain  or  Loss  6-19-267. 

from  Ezchange  of  Property.  T.  B.  B.  25. 

Under  a  financial  reorganization  of  a  corporation  a  holder  of 
bonds  of  such  corporation  who  exchanges  them  for  capital  stock  of 
the  corporation  ox  no  greater  par  value  does  not  realize  either  gain 
or  loss. 

1&-19-494. 
T.  B.  R.  57. 

The  "fair  market  value"  of  property  is  the  fair  value  of  the 
property  in  monev  as  between  one  who  wishes  to  purchase  and  one 
who  wishes  to  sell,  and  is  the  price  at  which  a  seller  willing  to  sell 
at  a  fair  price  and  a  buyer  willmg  to  buy  at  a  fair  j)rice,  both  having 
reasonable  knowledge  of  the  facts,  will  trade.  It  implies  the  exist- 
ence of  a  public  of  possible  buyers  at  a  fair  price,  and  recognizes 
that  property  has  no  "fair  market  value"  when  market  conditions 
are  such  that  there  would  be  no  trading  in  the  property  in  question 
at  a  fair  price. 

25-19-580. 
O.  D.  308. 

The  exchange  of  old  bonds  of  a  corporation  for  bonds  of  a 
new  issue  having  an  extended  maturity  dute  and  bearing  a  higher 
rate  of  interest  does  not  fall  within  the  provisions  of  article  1564 
(b),  Regulations  45. 


Section  202,  Article  1665 :  Exchange  for  Different  Kinds  2-19-143. 

of  Property.  O.  D.  98. 

No  taxable  income  accrues  on  an  exchange  of  bonds  purchased 

Erior  to  March  1,  1913,  for  57  per  cent  of  the  face  value  of  the  old 
onds  in  new  bonds  of  the  same  companv  and  48  per  cent  in  cash. 
The  cash  should  be  regarded  as  a  return  or  part  of  the  March  1, 1913, 
value  of  the  old  bonds,  and  the  cost  of  the  new  bonds  for  the  purpose 
of  computing  gain  or  loss  in  case  of  sale  or  other  disposition  of  such 
bonds  will  be  deemed  to  be  the  difference  between  the  cash  received  at 
the  time  of  exchange  and  the  value  of  the  old  bonds  on  March  1, 1913. 


(See  8-19-334 ;  sec.  326,  art.  836.)  How  gain  or  loss  shall  be  deter- 
mined where  bondholders  purchased  at  foreclosure  sale  property 
covered  by  the  mortgage  securing  bonds,  transferring  said  property 
to  new  corporation  m  exchange  for  its  total  authorized  stock  issue. 


Section  202,  Article  1566 :  Exchange  of  Property  and  21-19-521. 

Stock.  T.  D.  2924. 

Article  1566,  of  Regulations  45,  is  modified  to  read : 

Art.  1666.  Exchange  of  property  and  stock, — Where  property  is  transferred 
to  a  corporation  in  exchange  for  its  stock,  the  exchange  constitutes  a  closed 
transaction  and  the  former  owner  of  the  property  realizes  a  gain  or  loss  If  the 
stock  has  a  market  valne,  and  such  market  value  is  greater  or  less  than  the  cost 
or  the  fair  market  value  as  of  March  1,  1918  (If  acquired  prior  thereto),  of 
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the  property  given  in  exchange.  For  the  rule  applicable  where  a  corporation, 
in  connection  with  a  reorganization,  merger,  or  consolidation,  exchanges  prop- 
erty for  stock,  see  article  1567. 


22-19-530. 
T.  B.  R.  71. 

• 

A  dividend  or  distribution  in  liquidation  made  December  31, 1917, 
by  a  subsidiary  corporation  to  a  parent  corporation  represented  a  gain 
or  loss  to  the  parent  company  for  the  purpose  of  income  tax  in  the 
amount  of  the  difference  between  the  distribution  received  by  the 
parent  company  and  the  cost  to  it  of  the  stock  of  the  subsidiary  com- 
pany, or  its  value  on  March  1, 1913,  if  acquired  prior  thereto.  Such 
gain,  if  any,  is  subject  to  income-tax  rates  applicable  for  the  year 
1917. 

Section  202,  Article  1697 :  Exchange  of  Stock  for  Other  10-19-^53. 

Stock  of  Fo  Greater  Far  Value.  O.  D.  201. 

For  the  purpose  of  determining  whether  any  taxable  income  is 
derived  by  each  individual  stockholder  of  a  corporation  from  such 
transactions  as  described  in  article  1567  of  Regulations  45,  the  phrase 
*'  aggregate  par  value  "  as  used^  in  that  article  means  the  aggregate 
par  value  of  stock  of  each  individual  stockholder,  exchanged  for  new 
stock  and  the  aggregate  par  value  of  such  new  stock  received  by  each 
individual  stocSolaer. 

12-19^96. 
T.  B.  R.  a9. 

Mere  multiplication  of  the  number  of  shares  of  a  corporation 
(resultingfrom  the  exchange  of  four  new  shares,  each  having  a  par 
value  of  $26  for  each  old  share  of  $100  par  value)  when  not  accom- 
panied by  conversion  of  surplus  into  capital  stock  or  revaluation  of 
assets,  does  not  give  rise  to  taxable  gam  or  income  to  stockholders 
mating  the  exchange. 

21-19-522. 
T.  D.  2924. 

Article  1567,  of  Regulations  45,  is  amended  to  read  as  follows : 

Abt.  1567.  Exchange  of  stock  for  other  stock  of  no  greater  par  value. — In 
j:eneral  where  two  (or  more)  corporations  unite  their  properties  by  either  (a) 
the  dissolution  of  corporation  B  and  the  sale  of  its  assets  to  corporation  A,  or 
(&)  the  sale  of  its  property  by  B  to  A  and  the  dissolution  of  B,  or  (c)  the  sale 
of  the  stock  of  B  to  A  and  the  dissolution  of  B,  or  (d)  the^merger  of  B  into  A, 
or  (e)  the  consoUdation  of  the  corporations,  no  taxable  income  is  received  from 
the  transaction  by  A  or  B  or  the  stockholders  of  either,  provided  the  sole  con- 
sideration received  by  B  and  its  stockholders  in  (a),  (&),  (c),  and  (d)  is  stock 
or  securities  of  A,  and  by  A  and  B  and  their  stockholders  in  (c)  is  stock  or 
securities  of  the  consolidated  corporation,  in  any  case  of  no  greater  aggregate 
par  or  face  value  than  the  old  stock  and  securities  surrendered.  The  term 
"  reorganization  "  as  used  in  section  202  of  the  statute  includes  cases  of  cor- 
porate readjustment  where  stockholders  exchange  their  stock  for  the  stock  of  a 
holding  corporation,  provided  the  holding  corporation  and  the  original  coii)<)ra- 
tion  in  which  it  holds  stock  are  so  closely  related  that  the  two  corporations  are 
affiliated  as  defined  In  section  240(b)  of  the  statute  and  article  633,  and  are 
thus  required  to  file  consolidated  returns.  So-called  '* no-par- value  stock" 
issued  under  a  statute  or  statutes  which  require  the  corporation  to  fix  in  a 
certificate  or  on  its  books  of  account  or  otherwise  an  amount  of  capital  or  an 
amount  of  stock  issued  which  may  not  be  impaired  by  the  distribution  of  divi- 
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dends  will  for  the  purposes  of  this  section  be  deemed  to  have  a  par  value  repre- 
senting an  aliquot  part  of  such  amount,  proper  account  being  taken  of  any  pre- 
ferred stock  Issued  with  a  preference  as  to  prlndpaL  Ip  the  case  (If  any) 
in  which  no  such  amount  of  capital  or  issued  stock  is  so  required,  '*  no-par-value 
stock  "  received  in  exchange  will  be  regarded  for  purposes  of  this  section  as 
having,  in  fact,  no  par  or  face  value,  and  consequently  as  having  "  no  greater 
aggregate  par  or  face  value  "  than  the  stock  or  securities  exchanged  therefor. 


Section  202,  Article  1568:  Betermination  of  Gain  29-19-623. 

or  Loss  from  Subsequent  Sale.  O.  D.  335. 

The  word  "or''  as  used  in  the  phrase,  "stock  or  securities''  in 
section  202(b)  of  the  Revenue  Act  of  1918  is  synonymous  with  the 
word  "  and  "  and  when  taken  in  connection  with  that  section  means 
that  in  case  of  a  reorganization,  merger,  or  consolidation  of  a  cor- 
poration, a  person  may  turn  in  either  stock  or  securities,  or  both, 
and  accept  in  exchange  therefor  either  new  ^ock  or  securities,  or 
both,  of  no  greater  par  or  face  value,  without  being  liable  for  tax  on 
any  gain  fi'om  such  exchange. 


Section  202,  Article  1570:  Eeadjnstment  of  Partnership  10-19-354. 

Interests.  T.  B.  R.  34. 

Where  a  distribution  of  partnership  profits  is  made  in  securi- 
ties carried  in  an  investment  account  dv  the  partnership,  first  each 
partner  must  be  taxed  on  the  basis  oi  his  distributable  share  of 
the  partnership  profits  for  the  year  1917,  which  partnership  profits 
will  he  ascertained  without  claiming  any  loss  with  r^ard  to  the  un- 
sold securities  held  in  the  investment  account  of  the  partnership; 
second,  the  individual  partners  receiving  these  securities  as  a  distribu- 
tion of  partnership  profits  shall  determine  their  future  gain  or  loss 
when  such  securities  are  sold  and  on  the  basis  of  the  cost  of  the  se- 
curities to  the  partnership  or  their  market  value  on  March  1, 1913,  if 
acquired  before  that  date.    (Also  sec.  218,  art  322.)   ' 


SECTION  203— INVENTORIES. 

Section  203,  Article  1582 :  Valuation  of  Inventories. 

(See  1-19-10;  sec.  202,  art.  1561.)    Inventory  values  in  connection 
with  determining  gain  or  loss  on  sale  of  property. 


(See  4-19-211 ;  sec.  212,  art.  23.)    Estimated  inventories. 


(See  5-19-245 ;  sec.  202,  art.  1561.)    Valuation  of  inventories  in  the 
case  of  goods  acquired  prior  to  March  1,  1913. 


(See  6-19-268;  sec.  212,  art.  23.)     Valuation  of  inventories  in  re- 
turns filed  by  farmers. 
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6-19-269. 
T.  B.  M.  81. 

A  company  taking  its  inventory  upon  the  basis  of  the  average 
of  the  market  prices  prevailing  over  a  period  of  years  does  not  con- 
form to  the  method  of  computing  inventories  in  accordance  with 
articles  1581-1585,  Regulations  45,  and  it  should  therefore  be  re- 
quired to  file  amended  returns. 


16-19-457. 
T.  B.  R.  48. 

The  valuation  of  inventories  upon  the  basis  of  average  cost  is 
not  in  accord  with  the  provisions  of  the  acts  of  October  3,  1913,  Sep- 
tember 8,  1916,  and  the  Revenue  Act  of  1918,  and  where  used 
amended  returns  may  be  required. 


22-19-531. 
T.  B.  R.  65. 

The  base  stock  method  of  taking  inventories  is  not  warranted 
by  the  law  or  the  Regulations. 


28-19-610. 
Section  203,  Artiole  1683 :  Inventories  at  Cost.  O.  D.  326. 

Taxpayers  who  as  a  matter  of  settled  practice  do  not  deduct  cash 
discounts  from  purchases,  but  who  take  the  merchandise  purchased 
into  their  inventories  at  invoice  price  (less  trade  or  other  discounts 
otlxer  than  strictly  cash  discoimts)^  carrying  the  discounts  in  a  dis- 
count account,  may  not,  in  valuing  their  closing  inventories  for 
income-tax  purposes,  deduct  from  the  invoice  price  of  the  merchan- 
dise on  hand  at  the  close  of  the  taxable  ^ear  the  average  amoimt  of 
cash  discount  received  on  such  merchandise ;  neither  may  the  amount 
of  cash  discoimt  earned,  to  be  reported  as  income,  be  decreased  by  an 
amount  representing  the  estimated  cash  discount  received  on  mer- 
chandise on  hand  at  the  close  of  the  year. 


Section  203,  Artiole  1585:  Inventories  by  Dealers  in  1-19-14. 

Securities.  O.  D.  8. 

A  dealer  in  securities,  as  referred  to  in  section  203,  article  1585, 
Regulations  45,  may  inventory  his  unsold  securities  on  hand  at 
the  beginning  and  end  of  the  taxable  year,  either  (a)  at  cost  or  (&) 
at  cost  or  market  value^  whichever  is  the  lower,  and  such  inventory 
may  be  taken  into  consideration  in  arriving  at  income-tax  liability. 
Where,  however,  a  taxpayer  is  not  a  dealer  in  securities,  the  market 
value  of  Liberty  loan  bonds  held  by  him  is  not  to  be  taken  into 
consideration  as  income-tax  liability,  and  any  profit  or  loss  in  con- 
nection with  the  bonds  is  to  be  accounted  for  in  the  year  the  bonds 
are  disposed  of. 

(See  24-19-558;  sec.  212,  art.  23.)     Inventory  not  applicable  to 
stock  sold  short 
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SECTION  204r-NET  LOSSES. 

SeotioiL  SS04,  Article  1601 :  Scope  of  ITet  Losses. 

(See  3-19-188;  sec.  234,  art.  561.)^  Application  of  section  204  in 
case  of  losses  due  to  payment  of  liquidated  damages* 


See  11-19-370;  sec.  212,  art.  26.)     Consideration  of  change   in 
accounting  period  in  connection  with  the  provisions  of  section  204. 


SECTION  211--SURTA3L 

Section  211,  Article  13:  Surtax  on  Sale  of  IQneral  Be-  3-19-176. 

posits.  T.  B.  R.  8. 

Where  individuals  transfer  property  to  a  corporation  which  later 
demonstrates  the  principal  value  of  such  property  as  oil-produc- 
ing property  "by  prospecting  or  exploration  and  discovery  work" 
and  then  dissolves,  transferring  the  property  to  the  individuals,  who 
remain  stockholders  without  change  in  interests,  and  such  stock- 
holders sell  the  property,  the  portion  of  the  surtax  attributable  to 
such  sale  is  not  limited  to  20  per  cent  of  the  selling  price  of  such 
property  or  interests  under  the  provisions  of  section  211   (b). 


»-19-337. 
O.  D.  194. 
Where  trustees  of  assets  of  an  oil  company  sell  mine,  oil,  and 
gas  wells,  where  the  principal  value  of  the  property  has  been  dem- 
onstrated by  prospecting  or  exploration  and  aiscovery  work  done 
by  said  trustees,  section  211(b)  Bevenue  Act  1918  is  applicable  in 
computing  tax  upon  income  from  such  property  held  in  trust.  Such 
income  being  taxable  to  trustees  as  an  entity  is  free  from  tax  when 
distributed  to  beneficiaries.    (Also  sec.  219,  art.  844.) 


SECTION  212— NET  INCOME  DEFINED. 

r-19-18. 

Section  212,  Article  22:  Computation  of  Net  Income.  O.  D.  9. 

Adjustments  made  in  accordance  with  instructions  from  the  Inter- 
state Commerce  Commission,  increasing  the  income  of  a  railroad 
corporation  from  transactions  in  prior  years  and  taken  up  on  the 
booKs  of  the  corporation  during  the  taxable  year  because  necessary 
information  was  not  available  prior  to  that  time,  represent  income 
for  the  years  during  which  the  transactions  took  place  instead  of  the 
taxable  year.  Corrections  should  be  made  by  means  of  amended  re- 
turns. 

4-19-211. 
Section  212,  Article  23 :  Bases  of  Computation.  O.  D.  133. 

A  taxpayer  who  for  many  years  has  elected  to  take  inventory  only 
every  two  years,  and  used  an  estimated  inventory  in  the  return 
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for  the  intermediate  ^ear,  making  any  necessary  adjustments  in  the 
return  for  the  following  year  when  an  actual  mventory  was  taken, 
may  not  apportion  his  total  earnings  for  the  two  years  1917  and  1918 
equally  between  such  years  for  income  tax  purposes.  (Also  sec.  203, 
art.  1681.) 


6^19-268. 
0-844. 

The  rule  applicable  to  all  industries  is  that  inventories  should 
be  taken  on  the  basis  "  (a)  cost,  or  (b)  cost  or  market,  whichever  is 
lower."  It  is  recognized  that  in  some  industries  the  actual  cost  of 
production  can  not  be  ascertained  accurately,  and  it  is  therefore 
necessary  to  approximate  a  cost  value  by  using  selling  market  prices 
as  a  starting  point  and  reducing  such  celling  market  prices  in  eax^h 
case  by  an  amount  sufficient  to  diminate  the  element  of  profit  This 
rule  is  applicable  to  the  inventories  of  farmers  and  stockmen,  and  is 
widely  used  in  many  lines  of  industry,  notably  in  those  types  of 
mining  and  manufacturing  in  which  a  product  of  more  than  one 
grade  or  more  than  one  kmd  is  obtained  by  a  common  operation. 
Under  its  application  a  result  can  be  reached  that  fairly  approximates 
the  inventory  basis  laid  down  in  the  Regulations  as  stated  above. 
(Also  sec.  212,  art.  24.) 


8-19-312. 
T.  D.  2873. 

Article  23,  Kegulations  45,  is  modified  to  read  as  follows : 

Abt.  23.  Bases  of  computation, — (1)  Approved  standard  methods  of  account- 
ing win  ordinarUy  be  regarded  as  clearly  reflecting  Income.  A  method  of  ac- 
counting will  not,  however,  be  regarded  as  clearly  reflecting  Income  unless  aU 
items  of  gross  income  and  aU  deductions  are  treated  with  reasonable  consist- 
ency. (See  sec.  200  of  the  statute  for  definitions  of  "  paid,"  "  paid  or  accrued," 
and  *'paid  or  incurred.'*)  All  items  of  gross  income  shall  be  Included  in  the 
gross  income  for  the  taxable  year  in  which  they  are  received  by  the  tax- 
payer, and  deductions  taken  accordingly,  unless  In  order  clearly  to  reflect  in- 
come such  amounts  are  to  be  properly  accounted  for  as  of  a  different  period. 
For  instance,  in  any  case  in  which  it  is  necessary  to  use  an  inventory  no  ac- 
counting in  regard  to  purchases  and  sales  will  correctly  reflect  Income  except 
an  accrual  method.  (See  sec.  213(a)  of  the  statute.)  A  taxpayer  is  deemed  to 
have  received  Items  of  gross  Income  which  have  been  credited  to  or  set  apart 
for  him  without  restriction.  (See  art.  53.)  On  the  other  hand,  appreciation 
in  value  of  property  is  not  even  an  accrual  of  income  to  a  taxpayer  prior  to  the 
realization  of  such  appreciation  through  conversion  of  the  property. 

(2)  For  the  taxable  year  1918  the  true  income,  computed  under  the  Revenue 
Act  of  1918  and  where  the  taxpayer  keeps  books  of  account  in  accordance  with 
the  method  of  accounting  regularly  employed  in  keeping  such  books,  shall  in 
all  cases  be  entered  in  the  return,  even  though  this  results  in  apparent  omis- 
sions or  duplications  of  particular  items  of  income  or  expenses.  In  the  ordinary 
case  such  omissions  and  duplications  are  more  apparent  than  real  and  are  likely 
to  counterbalance  one  another,  so  that  the  change  in  the  basis  of  reporting  calls 
for  no  material  adjustment  Where,  however,  the  method  previously  employed  by 
the  taxpayer  in  determining  his  income  subject  to  the  tax  is  materially  different 
from  the  method  regularly  used  by  the  taxpayer  in  keeping  his  accounts,  or 
where  for  any  reason  the  basis  of  reporting  income  subject  to  tax  is  changed, 
the  taxpayer  should  attach  to  his  return  a  separate  statement  setting  forth 
for  the  taxable  year  and  for  the  preceding  year  the  classes  of  items  differently 
treated  under  the  two  systems,  specifying  in  particular  all  amounts  duplicated 
or  entirely  omitted  as  the  result  of  such  change.  Where,  for  example,  a  tax- 
payer who,  prior  to  1918,  has  reported  on  the  so-called  receipts  basis  is  com- 
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pelled  under  the  above  rule  to  report  on  the  so-called  accmal  basis,  he  shoald 
Include  in  the  separate  statement  the  following  information  : 

First,  (a)  expenses  paid  before  the  end  of  the  taxable  year  1917,  but  not 
accrued  at  that  date;  (b)  income  accrued  at  the  end  of  the  taxable  year  1917 
but  not  received  at  that  date;  (o)  expenses  accrued  at  the  end  of  the  taxable 
year  1917  but  not  paid  at  that  date;  {d)  income  received  before  the  end  of 
the  taxable  year  1917  but  not  accrued  at  that  date ;  and 

Second,  similar  items  as  of  the  end  of  the  taxable  year  1916. 

If  in  the  opinion  of  the  Commissioner  such  information  indicates  that  the 
returns  for  any  previous  years  did  not  reflect  the  true  income  amended  returns 
for  such  years  will  be  required. 

(3)  A  taxpayer  who  changes  the  method  of  accounting  employed  in  keeping 
his  books  for  the  taxable  year  1919  or  thereafter  shall,  before  computing  his 
income  upon  such  new  basis  for  purposes  of  taxation,  secure  the  consent  of 
the  Ck)mmissioner.  Application  for  permission  to  change  the  basis  of  the  re- 
turn shall  be  made  at  least  30  days  in  advance  of  the  date  of  filing  return  and 
shall  be  accompanied  by  a  statement  specifying  the  classes  of  items  differently 
treated  under  the  two  systems  and  specifying  all  amounts  which  would  be 
duplicated  or  entirely  omitted  as  a  result  of  the  proposed  change. 

(4)  Bank  diacourUa. — Banks  which  in  the  past  have  treated  discounts  as  in- 
come before  it  was  actually  earned,  and  during  the  taxable  year  1918  have 
placed  the  discount  account  upon  an  accrual  basis,  will  be  required  to  submit 
the  information  called  for  in  paragraph  2  above  and  submit  an  amended  rotum 
for  the  taxable  year  1917,  and  will  be  permitted  to  submit  (or  the  Commis- 
sioner may  require)  amended  returns  for  all  prior  years  during  which  the 
taxpayer  was  subject  to  tax.  Additional  taxes  for  prior  years  found  to  be  due 
upon  such  reexamination  will  be  paid  upon  the  basis  of  the  amended  ^tums  in 
the  ordinary  way.  Where  it  appears  that  prior  taxes  have  been  paid  in  excess 
of  the  amount  properly  due,  such  excess  will,  to  the  extent  possible,  be  credited 
against  future  income  and  profits  taxes  under  the  provisions  of  section  252  of 
the  Revenue  Act  of  1918. 


23-19-541. 
O.  D.  289. 

After  the  year  1918  taxpayers  will  not  be  permitted  to  adopt  one 
period  for  inventorying  and  closing  their  books  applicable  to  one 
part  of  their  business  and  a  different  period  applicable  to  another 
part  thereof. 

24-ia-558. 
&-1179. 

Where  a  taxpayer  has  "borrowed''  stock  in  order  to  make  a 
"  short  sale  "  the  sain  or  loss  arising  from  such  transaction  can  not 
be  accrued  upon  the  books  of  the  taxpayer  at  tiie  close  of  his  taxable 
year  by  treating  as  an  offsetting  obligation  the  market  value  of  the 
stock  sold  "short''  as  of  that  date;  the  gain  or  loss  is  determined 
when  the  amount  of  stock  sold  "  short "  is  repurchased  for  return  -to 
the  lender  and  the  transaction  closed.  (Also  sec.  202,  art.  1561;  sec. 
203,  art.  1685;  sec.  214,  art.  144.) 


2-19-146. 
Section  212,  Article  25.  Accounting  Period.  O.  D.  100. 

An  act,  passed  in  1918  by  the  Maryland  Legislature,  requires 

Eublic-service  corporations  to  keep  their  accounts  on  a  calendar-year 
asis.  Such  corporations  which  have  been  filing  Federal  income-tax 
returns  on  a  fiscal-year  basis  must  file  their  1918  returns  on  a 
calendar-year  basis  (according  to  their  accounting  period),  for  the 
full  calendar  year,  and  compute  the  tax  at  1918  rates.  Creait  will  be 
allowed  against  such  total  tax  for  the  proportionate  part  of  the  tax 
for  the  previous  fiscal-year  return  applicaDle  to  1918. 
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1-19-19. 
Section  212^  Artide  26 :  Change  in  Accounting  Period.  O.  D.  10. 

A  taxpayer  who,  during  1918,  has  given  notice  according  to 
the  statute  and  regulations  in  effect  at  that  time  of  a  change  from  a 
fiscal  to  a  calendar  year  basis  for  filing  returns  may,  notwithstand- 
ing articles  25  and  26  of  Regulations  45,  file  a  return  for  the  period 
from  the  close  of  his  fiscal  year  to  the  end  of  the  calendar  year. 


10-19-356. 

O.  D.  206. 

For  the  purpose  of  giving  notice  of  change  in  accounting  period 

as   prescribed  in   article  26,   Regulations   45,   "  due   date '    means 

the  original  due  date  of  the  return  and  not  the  date  on  which  the 

return  should  be  filled  in  case  an  extension  of  time  is  granted. 


11-19-370. 
T.  B.  R.  87. 
.  A  taxpayer  having  made  a  return  upon  the  basis  of  the  busi- 
ness year  h&st  adapted  to  reflect  his  true  income  should  not  be  per- 
mitted to  depart  from  that  return  year. 


SECTION  213(a)— GROSS  INCOME  DEFINED:  INCLUSIONS. 

Section  213(a),  Article  31:  What  Inclnded  in  Oross  1-19-23. 

Income.  O.  D.  11. 

A  person  in  the  service  of  the  American  Ked  Cross  receiving  main- 
tenance but  no  pay  should  return  as  income  any  excess  of  the  amount 
received  for  maintenance  over  his  actual  living  expenses. 


1-19-24, 
O.D.  12. 
Compensation  of  teachers  of  the  Territory  of  Hawaii  is  sub- 
ject to  income  tax  under  section  213(a). 


1-19-26. 
O.  D.  13. 

Profit  on  ^oods  sold  by  a  consignee  is  income  to  the  consignor 
for  the  year  m  which  the  sales  are  made,  even  though  the  consignor 
received  no  notification  of  sale  until  a  subsequent  year.  If  reported 
otherwise,  amended  returns  should  be  filed. 


1-.19l-.26. 
O.  D.  14. 

If  a  taxpayer  receives,  through  mistake,  an  amount  in  pay- 
ment of  a  contract  in  excess  of  the  amount  agreed  upon  in  the  con- 
tract, the  excess  is  not  taxable  income.  It  is  m  the  nature  of  a  lia- 
bility to  the  party  with  whom  the  contract  was  made. 
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1-19-21. 

S-«57, 

Money  recovered  as  damages  in  libel  proceedings  is  subject  to 
income  tax. 

1-19-28. 
O,  D.  16. 

Interest  received  by  a  bank  on  loans  to  subscribers  for  Liberty 
bonds  is  not  interest  received  on  obligations  of  the  United  States,  and 
is  therefore  subject  to  tax.    (See  sec,  218  (b),  art.  77.) 


1-19-31. 
O.  D.  19. 

Commissions  advanced  in  payment  for  services  of  an  advertis- 
ing solicitor  should  be  reported  as  gross  income  for  the  taxable 
year  in  which  received.  Any  portion  of  the  commissions  thus  re- 
ceived, which  are  paid  back,  owing  to  failure  of  payment  for  adver- 
tising, may  be  deducted  as  a  loss  for  the  year  in  which  payments  are 
returned.    (See  sec.  214.) 

1-19-32. 
O.  D.  20. 

The  term  "  State ''  as  used  in  the  income  tax  laws  refers  only  to 
the  States  composing  the  United  States.  Therefore,  income  de- 
rived by  an  American  citizen  from  a  forei^  Government  is  not 
exempt  from  tax  and  should  be  included  in  his  return  of  annual  net 
income. 


1-19^3. 
O.  D.  21. 

Income  received  by  an  individual  or  corporation  due  to  selling 
war-saving  stamps  at  the  appreciated  value  should  be  reported  as 
income  for  the  year  in  which  the  sales  were  consummated. 


1-19-38. 
O.  D.  26. 

The  amount  which  a  plaintiff  should  report  as  income  or  a  de- 
fendant may  deduct  as  an  expense  in  the  case  of  an  award  for 
damages  on  account  of  patent  infringement  is  not  affected  by  the 
amount  of  Federal  taxes  which  have  been  paid  by  the  defendant. 
Tlie  amount  to  be  reported  or  deducted  is  the  total  amount  awarded 
by  the  courts.     (Also  sec.  214  (a)  1,  art.  111.) 


(See  8-19-331;  sec.  238,  art.  541.)  Taxability  of  interest  received 
by  banks  on  loans  made  to  customers  on  account  of  Liberty  bonds 
purchased  for  them. 

9-19-338. 
O.  D.  195. 

A  witness  summoned  by  a  State  attorney  to  give  testimony 
is  not  an  employee  of  the  State.  Fees  received  by  such  witness  are 
therefore  subject  to  taxation.    (Also  sec.  213  (b),  art  85.) 
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(See  10-1&-S60;  sec,  225,  art.  421.)    Income  from  trust  received  by 
beneficiary  who  is  also  trustee. 


(See  11-19-376;  sec.  218  (b),  art.  86.)    Taxability  of  comi>ensation 
received  by  a  person  in  military  service  from  the  Spruce  Division. 


12-19-398. 
T.  B.  R.  42. 

Amounts  legally  declared  and  paid  as  dividends  become  part 
of  the  gross  income  of  the  stockholders.  In  the  absence  of  any  liabil- 
ity on  the  part  of  the  stockholders  to  repay  such  amounts  to  the  cor- 
poration, voluntary  repayment  does  not  change  the  character  as  gross 
income,  and  does  not  warrant  the  exclusion  of  such  dividends  from 
the  gross  income  of  the  stockholders  for  the  year  in  which  paid. 
(Also  sec.  201,  art.  1641.) 

18-19-416. 
O.  D.  238. 

The  difference  between  the  face  value  at  maturity  and  the  pur- 
chase price  of  noninterest-bearing  warrants  issuea  by  a  suodi- 
vision  of  a  State  and  purchased  at  a  discount  is  discount  rather  than 
interest  and  is  subject  to  tax. 


(See  20-19-502;  sec.  201,  art.  1541.)  Dividends  illegally  declared 
and  later  repaid  to  the  corporation.  (See  also  12-19-398;  sec.  213, 
art.  81.) 

(See  21-19-520;  sec.  201,  art.  1541.)  Tax  liability  of  domestic  cor- 
poration under  Revenue  Act  of  1917  on  dividends  received  from  a 
foreign  corporation  having  no  income  from  sources  within  the 
United  States. 


25-19-581. 
A.  R.  R.  1. 
Profits  actually  realized  through  the  sale  of  property  are  not 
exempt  from  tax  because  the  sale  was  involuntary. 


Section  213(a)y  Article  32:  Compensation  for  Personal  1-19-27. 

Services.  O.  D.  15. 

Compensation  received  by  Federal  reserve  agents  and  their 
assistants,  as  well  as  other  employees  of  Federal  reserve  banks,  is 
subject  to  the  income  tax. 


8-19-178. 
T.  B.  R.  12. 

Where  the  compensation  of  a  receiver,  trustee,  or  similar  fidu- 
ciarv  is  awarded  or  paid  at  the  conclusion  of  the  trust,  it  is  presumed, 
in  the  absence  of  satisfactory  evidence  to  the  contrary,  that  it  did 
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not  accrue  during  the  course  of  the  trust,  and  it  is  accordingly  tax- 
able as  income  of  the  year  when  awarded  or  paid. 

Where  it  is  understood  at  the  beginning  of  the  trust  that  the 
amount  of  the  compensation  is  not  to  be  determined  until  its  con- 
clusion, and  this  understanding  is  adhered  to  during  tiie  course  of 
the  trust  and  no  payments  are  made  on  account  of  such  compensation, 
this  presumption  becomes  conclusive. 


Section  213(a),  Article  33:  Compensation  Paid  Other  18-19-475. 

than  in  Cash.  O.  D.  265. 

Board  and  lodging  furnished  seamen  in  addition  to  their  cash 
compensation  is  held  to  be  supplied  for  the  convenience  of  the  em- 
ployer and  the  value  thereof  is  not  required  to  be  reported  in  such 
employees'  income  tax  returns. 


Section  213(a),  Article  35 :  dross  Income  from  Business. 

(See  28-19-610;  sec.  203,  art.  1583.)    Treatment  of  cash  discounts 
on  purchases  in  connection  with  valuation  of  inventories. 


Section  218(a),  Article  38:  Oross  Income  of  Farmers. 

(See  6-19-268;  sec.  212,  art.  23.)    Inventory  of  farmers. 


18-19-476. 
O.  D.  266. 

The  use  of  Form  1040  F  is  optional,  since  it  is  designed  merely 
to  assist  farmers  in  computing  their  net  income.  Therefore,  it  is 
unnecessary  to  file  same  where  the  taxpayer  has  made  return  and 
paid  the  taxes  due. 

19-19-495. 
Section  213(a),  Article  39:  Sale  of  Stock  and  Bights.  T.  B.  M.  73. 

Where  a  taxpayer  who  has  the  right  to  subscribe  for  additional 
stock  in  a  corporation  sells  his  right  to  subscribe  for  such  addi- 
tional stock,  the  entire  sum  received  by  the  taxpayer  as  the  pro- 
ceeds of  the  sale  of  such  rights  to  subscribe  for  stock  should  be  in- 
cluded in  his  gross  income  fi)r  the  taxable  year  1916. 


1-19^22. 
Section  213(a),  Article  41:  Sale  of  Good  Will.  0-79l! 

Contemporary  sale  of  stock  held  to  be  of  greater  weight  in 
determining  value  of  a  corporation's  assets,  including  good  will,  as 
of  March  1, 1913,  than  values  based  on  appraisal. 


Section  213(a),  Article  42:  Sale  of  Personal  Property  on  l-19-^& 

Installment  Plan.  O.  D.  28. 

A  corporation  doing  business  on  both  a  cash  and   installment 
basis  should  report  profits  on  the  installment  sales  on  the  basis  out- 
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lined  in  Treasury  Decision  2707,  and  article  42  of  Regulations  45. 
The  cash  sales,  each  of  which  represents  a  completed  and  closed  trans- 
action, should  be  reported  separately;  that  is,  the  entire  profits  de- 
rived from  every  cash  sale  must  be  reported  as  income  in  the  return 
for  the  year  in  which  the  sale  was  made. 


1-19-36. 
O.  D.  24. 

A  corporation,  which  has  heretofore  been  treating  all  install- 
ment sales  as  completed  transactions  and  desires  to  change  its 
method  to  that  of  treating  '^  as  deferred  profit "  the  amount  of  profit 
on  unpaid  installment  sales  standing  on  its  books  December  31, 1918, 
is  permitted  to  change,  but  this  office  will  not  approve  a  change 
merely  because  the  taxpaver  will  derive  an  advantage  from  decreased 
tax  liability.  When  a  change  is  approved  the  taxpayer  will  be  re- 
Guired  to  adhere  to  it  in  his  returns  for  subsequent  years  and  the 
first  return  made  under  the  changed  method  should  be  accompanied 
by  a  letter  of  explanation.  C.  O.  D.  and  '^  will  call "  sales  should  be 
included  in  the  mventory  at  the  close  of  the  year,  if  the  merchandise 
has  not  been  actuallv  mipped  to  the  customers,  unless  such  mer- 
chandise has  been  included  in  sales  of  the  taxable  year,  in  which  case 
it  should  be  excluded  from  inventory. 


1-19-37. 
O.  D.  25, 

If  books  have  been  so  kept  that  the  cost  of  each  article  sold  was 
not  shown,  gross  profit  may  be  determined  by  taking  the  average 
percentage  of  gross  profit  on  gross  sales.  If  several  different  lines 
of  merchandise  are  nandled  on  which  the  average  percentages  of 
profit  differ,  the  ffross  profit  on  total  sales  of  each  different  class  of 
merchandise  should  be  computed  separately. 


4-19-212. 
O.  D.  134. 

If  the  principal  stockholder  of  a  corporation  sells  stock  to  em- 
ployees of  the  company  for  consideration  of  10  per  cent  cash  and 
the  balance  in  installment  payments  secured  by  notes  covering  a 
period  of  10  years,  that  proportion  of  each  installment  payment  re- 
ceived during  the  taxable  year  which  the  gross  profit  to  be  realized 
bears  to  the  gross  contract  price  should  be  reported  as  income  for 
year  during  which  installment  payments  were  received. 


8-19-313. 
T.  B.  R.  24. 

In  accordance  with  provisions  of  article  42  of  Regulations  45 
the  first  step  to  be  taken  by  a  taxpayer  engaged  in  merchandising 
upon  the  installment  plan  who  has  heretofore  made  returns  upon 
the  basis  of  treating  the  profit  upon  installment  sales  as  realized  as  at 
the  date  of  sale  and  now  wishes  to  change  to  the  basis  of  reporting 
the  profit  as  being  realized  as  at  the  date  of  collection  of  the  out- 
standing accounts  is  to  prepare  and  file  as  part  of  his  return  an 
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amended  balance  sheet  as  at  the  date  of  the  beginning  of  the  taxable 
year,  in  which  there  shall  be  excluded  from  the  surplus  the  Unrealized 
gross  profits  upon  the  outstanding  installment  sales  contracts  at  that 
date.  Such  amended  balance  sheet  would  be  ini  substantially  the 
following  form : 

Balafice  sheet  as  at  opening  of  fiscal  year. 

Assets. 

Plant  and  equipment $ 

Less  depreciation 

$ 

Current  assets : 

Merchandise  as  per  inventory 

Installment  sales  contracts 

Notes  receivable - 

Accounts  receivable 

Cash 


Deferred  debit  items : 

Insurance  premiums  paid  in  advance. 
Other  items 


Total  assets . 

Liabilities. 

Capital  stock  (or  indlviduaFs  or  partner's  capital) $. 

Mortgage  indebtedness . 

Current  liabilities : 

Bills  payable $ ^^— 

Accounts  payable 

Wages  or  other  accrued  items 


Deferred  credit  items : 

Unrealized  gross  profits  upon  installment  sales 

contracts 

Surplus 


Total  liabilities. 


As  from  the  beginning  of  the  taxable  year  the  following  accounts 
should  be  set  up : 

(a)  Goods  purchased^  which  will  be  charged  with  the  amount  of 
inventory  of  the  goods  on  hand  at  the  beginning  of  the  taxable  year 
and  with  the  expenditures  for  goods  purchased  during  the  year.  " 

(6)  Goods  sold  (cost  value),  which  will  be  credited  with  the  cost 
value  of  all  goods  sold  during  the  year. 

(c)  Installmerd  sales  contracts^  which  will  be  charged  with  the 
amount  of  the  outstanding  installment  sales  contracts  at  the  begin- 
ning of  the  year  and  with  the  amount  of  installment  sales  contracts 
made  during  the  year.  This  account  will  be  credited  with  all  cash 
collected  during  tne  year  upon  installment  sales  contracts  and  with 
the  unpaid  installments  of  defaulted  or  canceled  contracts. 

(d)  Unrealized  gross  profits  on  installment  sales  contracts^  which 
will  be  credited  with  the  amount  of  unrealized  gross  profit  upon  the 
outstanding  installment  sales  contracts  at  the  beginning  of  the  year 
and  with  the  amount  of  such  unrealized  gross  profit  upon  installment 
sales  contracts  made  during  the  year.  This  amount  will  be  computed 
upon  the  basis  of  the  total  installment  sales  contracts  reduced  by  the 
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cost  or  inventory  value  of  the  goods  covered  by  the  contracts,  the 
remaining  balance  being  the  amount  of  the  unrealized  gross  profits. 

(e)  Realised  profits  on  installment  sales  contracts^  which  will  be 
credited  from  month  to  month,  or  at  least  at  the  end  of  the  year, 
with  the  profits  realized  by  collection  upon  installment  sales  con- 
tracts. Such  profits  should  be  computea  by  taking  the  same  per- 
centage of  the  total  cash  collections  upon  installment  sales  contracts 
during  the  period  as  the  total  unrealized  profits  on  installment  sales 
contracts  bears  to  the  total  installment  sales  during  the  same  year. 
Corresponding  debits  should  be  made  to  unrealized  gross  profits  on 
installment  sales  contracts.  Any  necessary  correcticms  to  produce  a 
more  accurate  result  can  be  made  as  at  the  end  of  the  fiscal  year. 


23-19-542. 
O.  D.  290. 

Where  the  stockholders  of  a  corporation  sell  their  shares  in  the 
corporation  for  a  price  in  excess  of  cost  and  i*eceive  a  cash  payment 
not  in  excess  of  20  per  cent  of  the  total  price,  the  purchasers  agreeing 
to  pay  the  balance  in  a  number  of  semiannual  installments  and  deposit 
coUateral  with  trustees  as  security  for  the  faithful  performance  oi  the 
contract,  the  transaction  is  not  an  installment  sale  within  the  meaning 
of  artide  42,  Begulations  45.  The  entire  consideration  involved  in 
the  sale  mu^  be  treated  as  the  equivalent  of  cash  in  the  year  when 
the  sale  is  consummated. 


12-19-399. 
Section  218 (a),  Article  43 :  Sale  of  Beal  Estate  in  Lots.  O.  D.  226. 

Where  building  lots  contained  in  a  given  tract  of  land  are  sold 
before  the  contemplated  development  work  is  completed,  the  profit 
realized  should  be  determined  on  the  basis  of  the  cost  of  the  land,  or 
its  fair  market  value  on  March  1, 1913,  if  acquired  prior  to  that  date, 
plus  actual  and  estimated  future  expenditures  for  the  development  of 
the  property  in  accordance  with  the  contract  of  sale. 


Section  213(a>9  Article  44:  Sale  of  Beal  Estate  Involy-  8-19-814. 

ing  Deferred  Payments.  O.  D.  181. 

In  the  case  of  real  estate  sales  involving  deferred  payments, 
even  though  substantial  first  payment  is  made,  if  the  notes  given  by 
buyers  of  real  estate  can  not  be  discounted  nor  sold  on  account  of 
lack  of  credit  of  the  buyers,  such  notes  need  not  be  regarded  as  the 
equivalent  of  cash,  and  the  vendors  may  report  as  their  income  from 
the  proposed  transaction  for  each  year  only  the  proportion  of  each 
payment  actually  received  in  that  year  which  the  ^ross  profit  to  be 
realized  when  the  property  is  paid  for  bears  to  the  gross  contract 
price. 

Section  213(a),  Article  47:  Annuities  and  Insurance  7-19-289. 

Policies.  O.  D.  170. 

An  individual  who  receives  income  from  an  annuity  which  has 
been  purchased  for  his  benefit  by  another  person  is  not  liable  for  a 
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tax  thereon  until  the  payments  received  under  the  terms  of  the  annu- 
ity have  equaled  the  amount  paid  or  set  aside  to  purchase  or  establish 
same. 


Section  213(a),  Articles  49  and  50:  Compensation  for  15-19-443. 

Loss.  T.  B.  M.  61. 

Where  a  taxpaver  elects  to  replace  a  vessel  by  one  somewhat 
larger,  so  long  as  the  general  tvpe  of  the  boat  is  the  same  as  the  boat 
lost  or  destroyed,  it  may  fairly  be  taken  as  a  replacement  in  kind 
within  the  meaning  of  article  49  of  Regulations  45,  in  so  far  as  it 
equals  the  tonnage  of  the  original  vessel.  There  should  be  charged 
against  the  replacement  fund  only  such  portion  of  the  cost  of  the  new 
vessel  as  would  represent  the  cost  of  a  boat  of  the  carrying  capacity 
of  the  old  vessel,  with  allowance  for  depreciation.  The  period 
during  which  the  replacement  fund  may  be  maintained  may  prop- 
erly be  limited  to  one  year  with  the  privilege  of  the  taxpayer  to 
apply  at  the  end  thereof  for  a  further  extension  of  time. 


Section  213(a),  Article  50:  Beplacement  Fund  for  12-19-400. 

Loss.  T.  B.  R.  41. 

Where  the  Government  having  requisitioned  vessels  from  a  tax- 
payer for  use  in  the  war,  returns  tne  same  vessels  in  an  unfit  condition 
for  their  former  use,  giving  the  taxpayer  a  sum  of  monej'  in  lieu  of 
restoration,  the  vessels  are  deemd  to  lie  substantially  diflPerent  prop- 
erty from  that  taken  from  the  taxpayer,  and  the  taxpayer  may  elect 
to  sell  the  vessels  returned  and  place  the  proceeds,  together  with  the 
monev  paid  him  in  lieu  of  restoration,  in  a  replacement  fund  estab- 
lished under  Articles  49  and  50^  Regulations  45. 


20L.19-504. 
0. 914. 

Where  the  owner  of  a  requisitioned  tug  uses  the  proceeds  to 
buy  barges,  this  is  not  a  replacement  in  kind  as  to  come  within  the 
provisions  of  articles  49  and  50  of  Regulations  45. 


Section  213(a),  Article  52:  When  Included  in  Gross  Inoome. 

(See  1-19-18;  sec.  212,  art.  22.)  Profit  and  loss  adjustments  for 
prior  years,  made  during  the  taxable  year  under  instructions  from 
the  Interstate  Commerce  Commission. 


2-19-140. 
O.  D.  97. 

The  date  of  payment  rather  than  date  of  receipt  is  the  govern- 
ing factor  in  determining  when  a  dividend  should  be  treated  as  tax- 
able income  to  the  recipient.  Consequently  a  dividend  paid  in  Mis- 
souri and  received  there  by  stockholders  December  30,  1917,  but 
not  received  by  stockholders  in  California  until  January,  1918,  will 
be  taxable  at  1917  rates  to  the  California  stockholders.  (Also  sec. 
201,  art.  1541.) 
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2-19-141. 
S.  971. 

Money  and  other  property  received  in  1916  by  a  stockholder  in 
the  distribution  of  the  capital  and  surplus  of  a  corporation  in 
process  of  dissolution,  of  value  in  excess  of  the  price  paid  by  him 
for  his  stock  or  of  its  fair  market  value  on  March  1,  1913,  if  he 
acquired  it  before  that  date,  is  income  to  the  stockholder  for  the 
year  1916. 


21-l»-523. 
O.  D.  282. 
When  property  is  sold  by  individuals  who  are  under  agreement 
to  incorporate  at  a  later  date,  the  proceeds  of  the  sale  being  placed  on 
dei>osit  m  a  bank  in  escrow  under  the  condition  that  the  sale  must  be 
ratified  by  the  directors  of  the  corporation  when  organized,  income 
accrues  to  the  corporation  at  the  tmie  when  the  sale  is  ratified  and 
the  funds  in  escrow  are  made  available  to  the  company.  (Also  sec. 
233,  art.  541.) 


30-19-635 
O. D.  343 

Where  the  assets  of  a  corporation  in  process  of  liquidation  are 
being  disposed  of,  the  proceeas  being  distributed  to  the  stockholders 
in  installments,  and  it  is  not  known  what  the  total  proceeds  will  be, 
and  consequently  the  amount  of  profit  to  the  stockholders  can  not 
be  definitely  determined,  a  stockholder  should  return  no  portion  of 
the  installment  payihents  as  income  until  the  amount  actually  re- 
ceived exceeds  the  cost  of  the  stock  to  him,  or  its  fair  market  value 
as  at  March  1,  1913,  if  acquired  prior  to  that  date.  However,  if  the 
corporation  enters  into  a  contract  for  the  sale  of  its  assets  at  a  stipu- 
late price,  the  purchaser  making  payment  in  installments,  the  por- 
tion of  each  lijfuidating  payment  to  the  stockholder  representing 
profit  is  determinable  and  should  be  returned  as  income  for  the  year 
during  which  received. 

Section  213(a),  Article  54:  Examples  of  Constmetiye  20-19-505. 

Receipt.  0. 912. 

The  donation  by  assignment  of  partnership  profits  to  be  earned 
in  the  future  does  not  exempt  such  profits,  when  determined, 
from  taxation  as  a  part  of  the  individual  income  of  the  donor.  (Also 
sec.  218,  art.  322.) 


SECTION  213(b)— GROSS  INCOME  DEFINED:  EXCLUSIONS. 

Section  218  (b).  Article  71 :  What  Excluded  from  Gross  1-19-48. 

Income.  O.  D.  36. 

Money  received  by  naval  attaches  to  be  expended  by  them 
for  entertaining  and  exceptional  purposes  caused  by  reason  of  their 
duties  is  not  suoject  to  tax  and  need  not  be  included  in  any  income 
tax  return  such  officers  may  be  required  to  render,  if  expended  solely 
in  connection  with  their  official  duties  and  no  part  of  same  is  diverteci 
for  personal  use  or  expenses. 
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3^19^180. 
O.  D.  119. 

A^  clereyman  is  not  liable  for  any  income  tax  on  the  amount 
received  by  him  during  the  year  from  the  pari^  of  which  he  is  in 
charge,  provided  that  ne  turns  over  to  the  religious  order  of  which 
he  is  a  member  all  the  money  received  in  excess  of  his  actual  living 
expenses,  on  account  of  the  vow  of  poverty  which  he  has  taken. 

Members  of  religious  orders  are  subject  to  tax  upon  taxable  in- 
come, if  any,  received  bv  them  individually,  but  are  not  subject  to 
tax  on  income  received  by  them  merely  as  agents  of  the  orders  of 
which  they  are  members. 


6-19-270. 
Section  213(b),  Article  72 :  Proceeds  of  Insiurance.  T.  B.  B.  22. 

The  term  "individual  beneficiary,"  as  used  in  section  218(b)  1, 
Bevenue  Act  of  1918,  is  held  to  include  a  partnership  beneficiary. 
Accordingly  a  partnership  is  not  required  to  mclude  in  gross  income 
the  proceeds  of  life  insurance  policies  paid  to  it  upon  the  death  of  the 
insured.     (Also  sec.  218,  art.  321.) 


7-19-290. 
Section  213(b),  Article  73:  Gifts  and  Bequests.  S-1022. 

The  following  rules  should  be  followed  by  the  Bureau  of  Internal 
Revenue  in  distinguishing  a  case  of  an  actual,  gift  and  a  case  of  a 
merely  colorable  gift: 

(a)  Where  It  appears  that  the  owner  of  property  has  purported  to  transfer  it 
without  consideration  to  a  member  of  his  own  family,  or  to  any  other  person 
with  whom  he  is  in  confidential  relations,  and  that  shortly  thereafter  a  profit- 
afole  sale  of  the  security  or  property  so  transferred  has  occurred,  such  facts  con> 
stitute  prima  facie  evidence  that  the  purported  gift  was  not  an  actual  gift  and 
that  the  transfer  was,  in  fact,  merely  colorable.  In  such  case  the  so-called  ^ft 
should  be  ignored  in  calculating  tax,  and  the  case  should  be  investigated  for 
evidence  on  which  a  charge  of  fraud  could  be  supported  in  a  contest. 

(b)  The  prima  f&cie  case  made  out  by  the  fticts  mentioned  in  the  preceding 
paragraph  may  be  rebutted  by  proof  which  establishes  that  it  was  not  a  trans- 
action primarily  for  the  advantage  of  the  donor,  and  that  there  was  no  agree- 
ment or  understanding,  tacit  or  otherwise,  that  the  donor  was  to  receive  back 
the  proceeds  or  at  any  time  control  their  disposition.  Mere  statements  by  the 
parties  to  the  effect  that  the  gift  was  genuine  are  regarded  as  of  little  weight ; 
the  best  proof  that  a  gift  was  a  real  gift  would  consist  of  facts  showing  that  the 
position  or  relationship  of  the  parties  is  such  as  to  show  a  reasonable  occasion 
for  such  a  gift  being  made,  and  such  as  to  explain  the  sale  by  the  donee.  In- 
quiry should  be  made  as  to  the  disposition  of  the  proceeds. 

(c)  Where  a  taxpayer  purports  to  make  a  gift  to  a  member  of  his  family  or 
to  a  person  in  a  confidential  relation  to  himself,  but  no  sale  occurs,  the  q ac- 
tion whether  such  gift  was  real  or  merely  colorable  is  one  to  be  decided  on  all 
of  the  facts.  The  mere  fact  that  such  conveyance  is  made  may  not  lawfully  be 
regarded  as  proof  of  fraud;  but  if  the  effect  of  the  gift  is  to  diminish  tax 
liability,  and  It  appears,  either  at  the  time  of  the  gift  or  at  any  time  thereafter, 
that  the  donor  is  deriving  advantage  from  the  property  which  he  purported  to 
give  away,  such  facts  constitute  prima  facie  evidence  that  the  gift  was  only 
colorable  and  the  transaction  should  be  treated  as  a  nullity  unless  other  facts 
are  developed  which  show  that  it  was  a  true  gift.  If  such  a  gift  is  colorable 
only  and  made  for  the  purpose  of  escaping  tax,  the  donor  is  guilty  of  fraud 
and  subject  to  penalty  and  punishment  therefor. 
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22-19-583. 
O.  D.  286. 

A  Ixmus  paid  by  a  State  to  its  residents  who  served  in  the  mili- 
tary or  navtu  forces  during  the  war  with  Germany  does  not  constitute 
taxable  income  to  the  recipient. 


Seetion  213  (b).  Article  74:  Interest  upon  State  Obliga-  1-19-42. 

tions.  O.  D.  30. 

Interest  received  on  certificates  of  indebtedness  known  as  ifire 
relief  certificates,  issued  in  the  State  of  Minnesota,  is  considered  in- 
terest upon  the  obligations  of  a  State,  and,  therefore,  not  taxable. 


•    2&-19-611. 
O.  D.  327. 

Certificates  of  sale  issued  by  a  county  or  other  political  sub- 
division of  a  State  in  connection  with  the  sale  of  property  for  non- 
payment of  taxes  do  not  fall  within  that  class  or  obligations  of  a 
State,  county,  or  mimicipality,  the  income  from  which  is  exempt 
from  Federal  income  tax. 


Section  213  (b).  Article  77:  Interest  upon  TTnited  States 
Obligationfl. 

(See  1-19-116;  sec.  326,  art  815.)     Taxability  of  interest  upon 
bonds  of  the  War  Finance  Corporation. 


3-19-181. 
O.  D.  120. 
An  owner  of  nontax-free  Liberty  bonds  who  has  made  an 
absolute  gift  of  the  coupons  attached  to  the  bonds  covering  interest 
due  for  a  number  of  years  will  be  required  to  include  in  his  income 
tax  return  the  interest  which  accrues  each  year  on  the  bonds,  and 
to  pay  any  tax  that  may  be  due  therecm.  If  the  ffift  of  the  coupons 
is  to  an  institution  under  section  214(a)  11,  a  de<mction  of  such  gift 
would  be  allowed  in  the  annual  income  tax  return.  (Also  sec.  214(a) 
11,  art.  251.) 


(See  8-19-331 ;  sec.  233,  art.  541.)  Taxability  of  interest  received 
by  banks  on  loans  made  to  customers  on  account  of  Liberty  bonds 
purchased  for  them. 


10-19-356. 

O.  D.  206. 

Certificates  of  indebtedness  issued  by  the  Director  General  of 

Railroads  are  held  to  be  obligations  of  the  United  States  but  not  such 

obligations  as  are  exempt  from  income,  war  profits,  and  excess  profits 

taxes. 
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11-19^74 
O.  D.  212. 

Interest  upon  bonds  issued  by  the  War  Finance  Corporation,  prin- 
cipal of  which  does  not  exceed  $5,000  in  aggregate,  is  exempt  from 
taxation  under  section  16,  act  approved  April  5,  1918.  This  exemp- 
tion is  in  addition  to  $5,000  exemption  allowed  under  section  7,  act 
approved  April  24. 1917,  which  amount  includes  Liberty  bonds  of  any 
issue  (excluding  nrst),  war  savings  certificates,  and  certificates  of 
indebtedness. 


1-19-46. 

O.  D.  34. 

Interest  on  certificates  of  indebtedness  issued  by  the  Philippine 

Government  is  exempt  from  taxation  under  the  Revenue  Act  of  1918. 


Section  213  (b) ,  Article  79 :  liberty  Bond  Exemption  from  11-19-S73. 

Surtax  and  War  Profits  and  Exoess  Profits  Tax  in  1918.  O.  D.  211. 

If  a  partnership  was  an  "  original  subscriber  "  to  Libertj  bonds  of 
the  fourth  series  and  was  reorganized  as  a  corporation  prior  to  July 
1, 1919,  and  elects  to  be  taxed  as  a  corporation  from  January  1, 1918, 
in  accordance  with  section  330,  Revenue  Act  of  1918,  the  corporation 
will  be  considered  an  "  original  subscriber "  to  Liberty  bonds  of  the 
fourth  series  within  the  meaning  of  article  79  of  Kegulations  45. 
(Also  sec.  330,  art  933.) 


11-19-375. 
O.  D.  213. 
The  words  "  the  date  of  the  tax  return  "  as  used  in  the  supple- 
ment to  the  second  Liberty  loan  act  are  held  to  mean  the  date  on 
which  the  return  is  filed  with  the  collector.  Consequently  a  taxpayer 
holding  the  prescribed  amount  of  fourth  Liberty  loan  l>onds  on  De- 
cember 31, 1918,  but  who  disposes  of  them  on  January  1, 1919,  before 
his  return  has  been  filed,  is  not  allowed  the  exemption  referred  to  in 
the  supplement  to  the  second  Liberty  loan  act. 


Section  213(b),  Article  80:  Liberty  Bond  Exemption  1-19-40. 

after  December  31,  1918.  O.  D.  28. 

The  computation  of  exempt  interest  from  Liberty  loan  bonds  will 
be  based  upon  the  full  amount  of  bonds  subscribed  for  and  still 
owned,  and  interest  upon  obligations  incurred  to  purchase  or  cariy 
Liberty  bonds  issued  after  September  24, 1917,  may  be  deducted  from 
gross  income.    (Also  sec.  214(a),  2,  art.  121.) 

In  computing  the  amount  of  admissible  assets  for  the  purpose  of 
determining  the  average  percentage  of  inadmissible  assets,  the  total 
cost  of  bonds  subscribed  for,  whether  fully  paid  or  not,  may  be  in- 
cluded in  admissible  assets.     (Also  sec.  325,  arts.  815  to  818.) 
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l-l»-43. 
O.  D.  81. 

In  cases  where  there  have  been  a  great  many  changes  in  the 
amount  of  Liberty  bonds  of  the  various  classes,  or  other  securities  of 
the  United  States,  held  by  a  bank  during  the  year,  it  will  be  per- 
missible to  determine  the  amount  of  interest  derived  from  each 
class,  in  excess  of  the  maximum  exemption  applicable  from  the  books 
or  other  records  of  the  bank.  The  correct  amount  of  interest,  sub- 
ject to  tax,  received  or  accrued,  must  be  shown  and  a  statement  at- 
tached to  the  return  showing  how  the  interest  was  determined. 


2-19-148. 
T.  D.  2836. 

Tax  exempHons  of  Liberty  bonds  and  Victory  notes. — ^Liberty 
bonds  and  Victory  notes  issued  under  authority  oi  the  acts  of  Con- 

Sress  approved  April  24,  1917,  September  24,  1917,  April  4,  1918, 
uly  9,  1918,  September  24,  1918,  and  March  3,  1919,  are  entitled, 
respectively,  to  the  exemptions  from  taxation  set  forth  in  said  acts, 
from  which  the  statements  on  this  page  are  summarized,  and  to  which 
they  are  subject. 

I.  Four  per  cent  and  41  per  cent  bonds  are  exempt  from  all  Fed- 
eral, State,  and  local  taxation,  except  (a)  estate  or  inheritance  taxes, 
and  (b)  Federal  income  surtaxes  and  profits  taxes,  as  follows: 
(1)  First  Liberty  loan  converted  4  per  cent  bonds  of  1932-1947  (first 
4fl)  J  (2)  First  Liberty  loan  converted  41  per  cent  bonds  of  1932-1947 
(first  41s,  issue  of  May  9,  1918)  ;  (3)  First  Liberty  loan  second  con- 
verted 41  per  cent  bonds  of  1932-1947  (first  .41s,  issue  of  October  24, 
1918) ;  (4)  Second  Liberty  loan  4  per  cent  bonds  of  1927-1942  f  second 
4s) ;  (5)  Second  Liberty  loan  converted  41  per  cent  bonds  or  1927- 
1942  (second  41s) ;  (6)  Third  Liberty  loan  4|  per  cent  bonds  of  1928 
(third  4is)  :  (7)  Fourth  Liberty  loan  41  per  cent  bonds  of  1933-1938 
(fourth  41s) ;  and  (8)  Victory  Liberty  loan  4f  per  cent  convertible 
gold  notes  of  1922-1923  (4|  per  cent  Victory  notes)  are  exempt,  both 
as  to  principal  and  interest,  from  all  taxation  now  or  hereafter  im- 
posed by  the  United  States,  any  State,  or  any  of  the  possessions  of 
the  United  States,  or  by  any  local  taxing  authority,  except  (a)  estate 
or  inheritance  taxes,  and  (b)  graduated  additional  income  taxes, 
commonly  known  as  surtaxes,  and  excess-profits  and  war-profits  taxes, 
now  or  hereafter  inlposed  by  the  United  States,  upon  the  income  or 
profits  of  individuals,  partnerships,  associations,  or  corporations. 

n.  Four  per  cent  and  41  per  cent  bonds  are  entitled  to  limited 
exemptions  from  Federal  income  surtaxes  and  profits  taxes,  as  fol- 
lows :  4  per  cent  and  4i  per  cent  Liberty  bonds  (but  not  4^  per  cent 
Victory  notes)  are  entitled  to  certain  limited  exemptions  from 
graduated  additional  income  taxes,  commonly  known  as  surtaxes,  and 
excess-profits  and  war-profits  taxes,  now  or  hereafter  imposed  by 
the  United  States,  upon  the  income  or  profits  of  individuals,  partner- 
ships, associations,  or  corporations,  in  respect  to  the  interest  on 
principal  amounts  thereof,  as  follows: 

$5,000  in  the  aggregate  of  first  4s,  first  4is  (Issues  of  May  9  and  October  24, 
1918),  second  4s  and  4^3,  third  4is,  fourth  4^8,  Treasury  Certificates, 
and  War  Savings  Certificates. 
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30,000  of  first  4is  (issue  of  October  24,  1918,  only),  until  the  expiration  of  two 
years  after  the  termination  of  the  war. 

30,000  of  fourth  4^8,  until  the  expiration  of  two  years  after  the  termination 
^of  the  war. 

80,000  in  the  aggregate  of  first  4s,  first  4is  (Issues  of  May  9  and  October  24, 
1918),  second  4s  and  4is,  third  4}s,  and  fourth  4^8,  as  to  the  interest 
received  on  and  after  January  1,  1919,  mntil  the  expiration  of  five 
years  after  the  termination  of  the  war. 

45,0(X)  in  the  aggregate  of  first  4s,  4is  (issue  of  May  9,  1918,  only),  second 
4s  and  4is,  and  third  4is,  as  to  the  interest  received  after  January 
1,  1918,  until  the  expiration  of  two  years  after  the  termination  of 
the  war ;  this  exemption  conditional  on  original  subscription  to,  and 
continued  holding  at  the  date  of  the  tax  return  of,  two-thirds  as 
many  bonds  of  the  Fourth  Liberty  loan. 

20,000  in  the  aggregate  of  first  4s,  first  4is  (issues  of  May  9  and  October  24« 
1918),  second  4s  and  4is,  third  4is,  and  fourth  4^8,  as  to  the  interest 
received  on  and  after  January  1,  1919;  this  exemption  conditional 
upon  original  subscription  to,  and  continued  holding  at  the  date  of 
the  tax  return  of,  one-third  as  many  notes  of  the  Victory  Liberty 
loan,  and  extending  through  the  life  of  such  notes  of  the  Victory 
Liberty  loan. 
160,000  Total  possible  exemptions  from  Federal  income  surtaxes  and  profits 
taxes,  subject  to  conditions  above  summarized. 

Hi.  Three  and  one-half  per  cent  bonds  and  3f  per  cent  notes  are 
exempt  from  all  Federal,  State,  and  local  taxation,  except  estate  or 
inheritance  taxes,  as  follows:  (1)  First  Liberty  loan  3^  per  cent 
bonds  of  1932-1947  and  (2)  Victory  Liberty  loan  3}  per  cent  con- 
vertible gold  notes  of  1922-1923  are  exempt,  both  as  to  principal  and 
interest,  from  all  taxation  (except  estate  or  inheritance  taxes)  now 
or  hereafter  imposed  by  the  United  States,  any  State,  or  any  of  the 
possessions  of  the  United  States,  or  by  any  local  taxing  authority. 


2-19-171. 
T.  B.  R.  7 

Each  of  several  affiliated  corporations  included  in  a  consoli- 
dated return  under  section  240  of  the  Revenue  Act  of  1918  is  en- 
titled to  the  same  full  benefits  under  the  exemption  provisions  of 
the  several  Liberty  bond  acts  to  which  it  would  be  entitled  if  not 
affiliated. 


6-19-271. 
T.  B.  R.  28. 

A  bank  which  takes  over  Liberty  bonds  after  default  by  in- 
dividual subscribers  can  not  be  considered  an  original  subscriber  to 
such~  bonds. 


6-19-272. 
T.  D.  2865. 

All  interest  accrued  on  4i  per  cent  Victory  notes  at  the  date 
of  any  conversion  by  the  taxpayer  into  3i  per  cent  Victory  notes 
will,  for  the  purposes  of  computing  net  income,  be  deemed  to  be 
interest  upon  4f  per  cent  Victory  notes  and  will  be  entitled  only  to 
the  exemptions  from  taxation  to  which  interest  on  4f  per  cent  Vic- 
tory notes  is  entitled.  Any  and  all  amounts  received  by  any  tax- 
payer from  the  United  States  by  way  of  adjustment  of  accrued 
interest  upon  conversion  of  4f  per  cent  Victory  notes  into  3J  per 
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eent  Victory  notes  will  be  deemed  to  be  interest  upon  4f  per  cent 
Victory  notes. 

All  interest  accrued  on  5}  per  cent  Victory  notes  at  the  date  of 
any  conversion  by  the  taxpayer  into  4}  per  cent  Victory  notes  will, 
for  the  purposes  of  computing  net  income,  be  deemed  to  be  interest 
upon  3|  per  cent  Victoir  notes  and  will  be  entitled  to  the  exemptions 
from  taxation  to  which  interest  on  3f  per  cent  Victory  notes  is 
entitled. 


12-19-401. 
O.  D.  227. 

Where  a  taxpayer  has  held  at  any  time  or  times,  within  the  tax- 
able year  Liberty  loan  bonds  (any  issues  except  the  first  unconverted) , 
United  Stetes  certificates  of  indebtedness,  or  war  savings  stamps,  the 
tetal  interest  received  being  equal  te  or  in  excess  of  the  interest  for  one 
year  on  an  aggregate  principal  of  $5,000,  credit  may  be  taken  to  an 
amount  not  exceeding  such  amount  of  interest  for  one  year  on  the 
aggregate  principal  ot  $5,000. 


Section  213  (b)^  Article  83:  Income  of  Foreign  Oovem-  5-19-248. 

ments.  O.  D.  153. 

The  provision  which  exempte  from  income  tax  certein  income 
of  foreimi  ambassadors,  ministers,  and  their  subordinates  who  were 
nonresioent  aliens  at  the  time  of  appointment  does  not  extend  to 
income  received  by  their  wives  from  sources  within  the  United 
States. 


8-l»-315, 
O.  D.  182. 

Delegates  to  the  United  States  representing  a  foreign  country 
in  connection  with  an  agreement  with  the  United  States  Food  Ad- 
ministration, whereby  flour  is  furnished  to  that  country,  and  raw  ma- 
terials are  brought  to  this  country  and  sold,  would  not  be  subject  to 
tax  with  respect  to  any  profits  derived  from  the  sale  of  such  products. 


9-19-339. 
O.  D.  196. 

Besidents  of  the  United  States,  as  well  as  citizens  thereof,  are 
Gubject  to  tax  with  respect  to  any  income  received  which  represente 
compensation  for  services  rendered  to  a  foreign  legation. 

A  subject  of  a  foreign  country,  who  at  the  time  of  his  appointment 
to  a  lection  in  the  United  States  is  a  resident  of  the  United  States, 
would  be  subject  to  tax  on  the  same  basis  as  a  citizen  of  the  United 
States. 


2^19-624. 
O.  D.  336. 
Only  foreign  diplomats,  ambassadors,  and  other  diplomatic  repre- 
sentatives in  charge  who  are  accredited  to  the  United  States  to  repre- 
sent their  sovereign  or  country  and  who  reside  here,  and  the  members 
of  their  staff  are  entitled  to  exemption  from  tax  on  income  from  in- 
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vestments  in  bonds  and  stocks  and  from  interest  on  bank  balances. 
Foreign  consuls  resident  in  the  United  States  are  not  entitled  to  the 
exemption. 


14r-l(MSS. 

Section  213  (b) ,  Article  84 :  Income  of  States.  0895. 

Where  property  is  willed  to  a  municipality  in  trust  that  the  in- 
come of  the  property  shall  be  used  for  a  public  charity  the  income  is 
not  liable  to  Federal  income  tax  and  the  trustees  of  the  fund  are  not 
required  to  file  annual  tax  returns.    (Also  sec.  219,  art.  341.) 


14-l»-434. 
O.  D.  250. 

Certain  townships  and  a  county  constructed  the  X  railroad  and 
subsequently  leased  it  to  the  T  railroad  for  a  number  of  years  for  an 
annual  consideration.  The  rental,  after  the  payment  of  actual  ex- 
penses, being  divided  between  the  respective  townships  and  county  on 
the  basis  of  ownership,  is  income  derived  from  a  public  utility  and  as 
such  is  not  taxable  under  section  213(b)  of  the  Kevenue  Act  of  1918. 
The  X  railroad,  however,  must  file  a  return  of  income. 


28-19-612. 
O.  D.  328. 

A  corporation  is  organized  to  furnish  water,  light,  power,  and 
heat  to  a  town.  The  town  owns  practically  all  the  common  stock, 
upon  which  no  dividends  are  to  be  paid.  The  preferred  stock  is  to 
be  redeemed  as  soon  as  possible  out  of  earnings,  after  which  the  plant 
becomes  the  p^perty  of  the  town.  Income  derived  by  the  corpora- 
tion from  the  operation  of  such  plant  is  exempt  from  tax  in  accord- 
ance with  section  213(b)  7,  Revenue  Act  of  1918,  since  the  imposition 
of  the  tax  would  delay  the  redemption  of  the  preferred  stock,  thereby 
imposing  "  a  loss  or  burden  "  on  the  town. 

However,  the  corporation  must  file  returns  of  annual  net  income. 

Dividends  received  by  holders  of  the  preferred  stock  of  the  cor- 
poration are  not  an  allowable  credit  against  net  income  for  the  pur- 
pose of  the  normal  tax.    (Also  sec.  216,  art.  801.) 


Section  213(b),  Article  86:  Compensation  of  State  Officers. 

(See  9-19-^38;  sec.  213(a),  art.  31.)     Taxability  of  fees  received 
by  a  witness  summoned  by  a  State  attorney. 


1-19-45. 
O.  D.33. 

Compensation  paid  to  a  county  surveyor  from  county   funds, 
even  though  on  a  per  diem  basis,  is  free  from  tax. 


3-19-179. 
T.  D.  2843. 

Salaries  of  State  officials  and  salaries  and  wa^es  of  employees  of  a 
State  are  not  liable  to  income  tax  imposed  by  the  Revenue  Act 
of  1918. 
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4-19-214. 
0-826. 
Salaries  paid  to  teachers  are  exempt  from  income  tax  only  where 
the  educational  institution  is  maintained  wholly  by  the  State, 
and  the  relation  of  employer  and  employee  exists  between  the  State 
and  the  teacher.  They  are  not  exempt  merely  because  engaged  in 
educational  work,  nor  because  they  are  pensioned  by  the  State. 
(Revenue  Act  of  1916,  sec.  4;  Bevenue  Actof  1918,  sec.  213(a).) 


16-19-469. 
O.  D.  256. 

An  individual  who  exercises  a  public  function  under  an  appoint- 
ment issued  by  a  court  officer  for  a  particular  transaction  or  pur- 
pose for  a  limited  time,  and  in  the  exercise  of  such  function  is 
not  invested  with  the  character  of  either  an  officer  or  employee  of 
the  State  or  political  subdivision  thereof,  is  not  considered  to  be 
such  a  State  omcial  or  employee  whose  compensation  is  exempt  from 
Federal  income  tax  under  the  provisions  of  article  85  of  Regulations 
45  and  Treasury  decision  2848. 

The  designations  ''State  officers'^  and  ''emplovees  of  a  State*' 
refer  only  to  those  persons  who  are  in  the  regular  and  continual 
service  ox  the  State  or  a  political  subdivision  thereof  within  the 
ordinary  acceptance  of  these  terms.  Accordingly,  administrators 
and  executors,  whether  or  not  they  are  considereoto  be  officers  of  the 
court  in  the  performance  of  their  duties,  are  not  exempt  from  Fedei^l 
income  tax  on  the  compensation  received  for  their  services. 


16-19-460. 
O.  D.  257. 

The  members  of  the  Virginia  debt  commission,  created  by  act 
of  the  legislature  of  the  State  for  the  purpose  of  discharging  a  gov- 
ernmental function,  are  considered  to  oe  State  officers  and  compen- 
sation received  by  them  for  services  rendered  in  their  official  capacity 
is  exempt  from  Federal  income  tax. 


19-19-497. 
O.  D.  274. 

Compensation  paid  by  a  State  or  political  subdivision  to  its  offi- 
cers and  employees  is  not  subject  to  the  income  tax  imposed  by  the 
Revenue  Act  of  1918,  even  though  the  recipient  is  a  nonresident  alien. 
(Also  art.  91.) 


25-19-582. 
O.  D.  309. 

A  chief  engineer  appointed  by  a  sewera^  commission  created 
by  the  conmion  council  of  a  city  under  authority  of  a  State  statute  is 
considered  to  be  an  employee  of  a  political  subdivision  of  a  State  and 
the  compensation  paid  him  is  not  taxable. 
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Section  213(b),  Article  86:  Compensation  of  Soldiers  and  1-19-39. 

Sailors.  O.  D.  27. 

.  Employees  of  the  Commission  on  Training  Camp  Activities  as 
such,  are  not  considered  to  be  persons  in  active  service  in  the  mili- 
tary or  naval  forces  of  the  United  States,  and,  therefore,  are  not  en- 
titled to  the  exemption  allowed  by  section  218(b),  paragraph  (8),  of 
the  Revenue  Act  of  1918. 


1-19-41. 
O.  D.  29. 

A  civilian  governed  by  the  rules  and  regulations  of  the  Ameri- 
can Expeditionary.  Forces  is  not  termed  a  person  in  the  military 
forces  of  the  United  States  within  the  meaning  of  section  213(b),  8, 
and  therefore  is  not  entitled  to  the  $3,500  exemption  provided  in  that 
section. 


3-19-182. 
O.  D.  121. 

A  member  of  a  partnership  who  has  performed  services  in  the 
military  forces  of  the  United  States  during  the  present  war,  and  ac- 
cording to  agreement  has  turned  over  to  the  partnership  the  com- 
I)ensation  received  for  such  services,  may  in  reporting  his  distribu- 
tive share  of  the  partner^ip's  income  exclude  from  nis  return  an 
amount  equal  to  tne  sum  received  for  military  services  and  turned 
over  to  the  partnership,  but  not  in  excess  of  $3,500.  The  other  part- 
ner must  report  his  entire  distributive  share  of  the  income  regardless 
of  the  fact  that  a  portion  of  it  was  derived  from  his  partner^s  com- 
pensation for  military  service.    (Also  sec.  218,  arts.  322,  323.) 


3-19-183. 
O.  D.  122. 

Compensation  received  from  the  United  States  War  Depart- 
ment by  a  civilian  flying  instructor  for  services  rendered  during  the 
present  war  does  not  come  within  the  exemption  provided  by  section 
213(b),  8,  of  the  Revenue  Act  of  1918  for  compensation  for  active 
military  service  performed  during  the  present  war. 


3-19-184. 
O.  D.  123. 

The  personal  exemption  allowed  a  married  man  and  the  exemp- 
tion for  dependents  are  not  included  in  the  $3,500  compensation 
for  active  service  in  the  military  or  naval  forces  of  the  United 
States  during  the  present  war  exempt  from  tax  under  section  213 
(b),8,of  the  Revenue  Act  of  1918.  (Also  sec.  216  (c),  (d),  arts.  302, 
804.) 

11-19-376. 
O.  D.  214. 

Only  such  portion  of  amounts  received  bjr  persons  in  the  mili- 
tary service  of  the  United  States  representing  compensation  for 
service  in  the  Army  and  which  was  paid  by  the  War  Department  is 
exempt  from  tax  under  section  213(b)  8  of  the  Revenue  Act  of  1918. 
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Accordingly,  the  compensation  received  from  the  Spmce  Division 
by  a  person  in  military  service  engaged  in  cutting  spruce  is  taxable 
and  ^ould  be  included  in  his  returns.     (Also  sec.  21d(a),  art.  31.) 


28-19-613. 
O.  D.  329. 

Persons  serving  during  .the  present  war  in  the  American  Mer- 
chant Marine  Sea  Training  Bureau  are  not  entitled  to  the  $3,500 
exemption  provided  in  section  213(b)  8,  Revenue  Act  of  1918. 


29-19-625. 
O.  D.  337. 

Section  213(b)  8,  Revenue  Act  of  1918  applies  only  to  1918  and 
subsequent  years  and  may  not  be  applied  retroactive^  to  salary  or 
compensation  received  for  active  service  in  the  military  or  naval 
forces  of  the  United  States  between  April  6,  1917,  and  December  31, 
1917. 


SECTION  213(c)-^ROSS  INCOME  DEFINED:  NONRESIDENT  ALIEN 

INDIVIDUAL. 

Section  213  (c).  Article  91:  Oross  Income  of  Nonresident  9-19-340. 

AUen  Individuals.  T.  D.  2876. 

The  income  received  by  a  nonresident  alien  from  stocks  and 
bonds  of  corporations  organized  under  the  laws  of  the  United  States 
and  bonds  and  mortgages  secured  upon  property  in  the  United 
States,  the  certificates  representing  the  same  bein^  held  by  a 
domestic  trust  company  under  a  power  of  attorney  which  gave  au- 
thority to  the  agent  to  sell,  assign,  or  transfer  any  of  them  and  to 
invest  and  reinvest  the  proceeds,  is  prooerty  owned  in  the  United 
States  wi^in  the  meaning  of  the  act  of  October  3, 1913. 


13-19^^17. 

0.  D.  289. 

Interest  on  bonds  of  a  nonresident  foreign  corporation  payable  in 
the  United  States  to  a  nonresident  alien  is  not  income  from  sources 
within  the  United  States. 


28-19-548. 
O.  D.  291. 

An  alien  who  comes  to  the  United  States  with  merchandise  which 
he  disposes  of  in  this  countrjr  is  subject  to  tax  with  respect  to  the 
profit  derived  from  such  activities,  even  though  he  is  within  the 
United  States  for  a  period  of  less  than  30  days. 


(See  23-19-649;  sec.  233,  art.  550.)  Taxability  of  income  of  non- 
resident alien  from  sales  within  United  States  by  mail-order  busi- 
ness or  on  unsolicited  orders. 
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Section  213(c),  Article  92:  Inooiiie  of  Nonreflident  Alien  1-19-lS. 

Individnak  Not  Subject  to  lax.  0-786. 

Where  bonds,  notes,  or  other  obligations  of  a  foreign  govern- 
ment are  underwritten  by  a  United  States  banking  establiSunent, 
and  are  by  their  terms  jpayable  at  an  office  of  such  banking  estab- 
lishment in  the  United  States,  interest  paid  from  the  United  States 
office  to  nonresident  alien  individuals  or  foreign  corporations,  who 
are  holders  of  such  securities,  is  not  to-be  regarded  as  income  re- 
ceived from  a  source  within  the  United  States.  (Also  sec.  221,  art. 
361.) 

l-l&-t7. 
O.  D.  85. 

The  interest  on  bonds  and  notes  of  foreign  countries  owned  by 
nonresident  aliens  is  not  subject  to  income  tax  in  the  hands  of 
the  recipients,  whether  paid  in  the  United  States  or  abroad,  nor  is  a 
profit  realized  on  foreign  exchange  from  such  payment  taxable. 


18-1&-478. 
O-908. 
Interest  on  tax  free  covenant  bonds  of  corporations  organized 
in  the  United  States  doing  no  business  and  owning  no  property 
therein  paid  to  nonresident  aliens  is  not  subject  to  taxation  as  in- 
come received  from  sources  within  the  United  States.  (Also  sec  221, 
art.  361.) 

Section  213(c),  Article  92(a) :  When  the  Wages  of  a  8-19-t316. 

Nonresident  Alien  are  Derived  from  Sources  Within         T.  D.  2869  ( 1 ) . 
the  United  States. 

T.  D.  2869  adds  article  92(a)  to  Regulations  45,  as  follows  : 
Art.  92(a).  When  the  wages  of  a  nonresident  alien  are  derived 
from  sources  within  the  United  S testes:  While  resident  alien  seamen 
are  taxable  like  citizens  on  their  entire  income  from  whatever  sources 
derived,  nonresident  alien  seamen  are  taxable  only  on  income  from 
sources  within  the  United  States.  Ordinarilv  wages  received  for 
services  rendered  inside  the  territorial  United  States  are  to  be  re- 
garded as  from  sources  within  the  United  States.  The  wages  of  an 
alien  seaman  earned  on  a  coastwise  vessel  are  from  sources  within 
the  United  States,  but  wages  earned  by  an  alien  seaman  on  a  ship 
regularly  engaged  in  f orei^  trade  are  not  to  be  regarded  as  from 
sources  within  the  United  States  even  though  the  shij)  flies  the 
American  flag  or  although  during  a  part  of  the  time  the  ship  touched 
at  United  States  ports  and  remamea  there  a  reasonable  time  for  the 
transaction  of  its  business.  The  presence  of  a  seaman  aboard  a  ship 
which  enters  a  port  for  such  purposes  of  foreign  trade  is  merely 
transitory  and  wages  earned  during  that  period  by  a  nonresident 
alien  seaman  are  not  taxable.  There  is  no  withholding  from  the 
wa^es  of  alien  seamen  unless  they  are  nonresidents  withm  the  rules 
laid  down  in  articles  311  to  315.  Even  in  the  case  of  a  nonresident 
alien  seaman  the  employer  is  not  obliged  to  withhold  from  wages 
unless  those  wages  are  from  sources  within  the  United  States  as 
defined  above.  As  to  when  alien  seamen  are  to  be  regarded  as 
residents,  see  article  312(a). 
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(See  1S-1&-424,  sec  221,  art.  361.)     Wages  earned  on  vessels  mak- 
ing occasional  coastwise  voyages. 

SECTION   214   (a),   1— DEDUCTIONS   ALLOWED:    BUSINESS 

EXPENSES. 

Section  214(a)  1,  Article  101:  Business  Expenses. 

(See  1-19-38,  sec.  213(a),  art.  31.)     Eflfect  of  Federal  taxes  paid 
in  connection  with  amounts  paid  on  account  of  patent  infringement. 


O.  D,  38. 

If  a  creditor  takes  out  a  life-insurance  policy  on  an  individual 

to  cover  loans  to  the  individual,  the  creditor  may  deduct  from  gross 

income  as  a  necessary  expense  the  amount  of  the  premiums  paid 

during  the  year  for  wnich  the  return  is  made. 


3-19-187. 

T.  B.  R.  13. 

Amounts  set  aside  by  canners  of  perishable  food  products  as 

a  reserve  against  which  to  charge  losses  due  to  climatic  and  other 

natural  conditions  producing  shortage  of  the  raw  products,  are  not 

deductible  in  computing  net  income. 


8-19-317. 

S-1048. 

The  cost  of  transportation  paid  by  a  salaried  employee  living  at 

a  distance  from  his  employment  in  order  to  go  to  and  return  from 

such  employment  is  not  deductible  as  a  business  expense.    (Also  sec. 

215,  art.  292.) 

11-19-377. 
O.  D.  215. 

Any  amount  paid  as  a  premium  on  crop  insurance  taken  out 
as  a  protection  against  a  loss  which  may  occur  on  account  of  crop 
conditions  would  constitute  an  allowable  deduction  as  a  business  ex- 
pense.   (Also  sec.  234(a)  1,  art.  561.) 


(See  23-19-551,  sec.  250,  art.   1002.)      Penalties  added  to  tax 
when  deductible  as  business  expense. 


(See  26-19-595,  sec.  250,  art.  1003.)     Deduction  of  interest  on 
taxes. 


25-19-583. 
O.  D.  310. 

An  amount  expended  by  a  Member  of  Congress  for  clerk  hire, 
in  excess  of  the  allowance  made  by  the  Government,  may  be  properly 
deducted  as  a  business  expense. 
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Section  214(a)  1,  Article  106:  CompeiiBation  for  Personal  Services. 
(See  lO-lft-362,  sec.  284,  art.  561.)    Excessive  compensation. 


15-19-444. 
T.  B.  R  46. 

When  a  corporation  pays  its  officers  nominal  salaries  and,  in 
addition,  a  percentage  of  the  profits  remaining  after  payment  of 
dividends  to  stockholders,  the  test  of  deductibility  of  such  payments 
is  whether  they  are  reasonable  and  are  in  fact  p^ments  purely  for 
services.  The  Department  is  not  warranted  in  fixing  a  maximum 
limit  for  such  deductions.  Each  case  must  be  decided  on  its  own 
merits. 

1&-19-481. 
T.  B.  M.  70. 

Excessive  salariss;  not  dUowed. — ^A  close  corporation  operated 
for  a  number  of  years  prior  to  1917,  sometimes  making  moderate 
losses  and  sometimes  moderate  profits,  paying  only  nominal  salaries 
to  its  officers.  In  1917  it  was  highly  successfm  and  distributed  to  the 
five  stockholders  who  are  also  officers  approximately  12  per  cent  of 
its  net  income,  in  exact  proportion  to  their  stock  holdings.  Of  the 
total  amount  distributed  18  per  cent  was  paid  currently  during  the 
year  and  82  per  cent  was  paid  on  or  about  the  close  of  the  year  1917. 
In  view  of  the  salaries  paid  by  other  companies  in  the  same  line, 
doing  a  corresponding  volume  of  business,  the  aggregate  salaries 

I)aid  appear  to  be  excessive;  and  as  some  of  the  officers  receiving  the 
argest  salaries  did  not  devote  all  of  their  time  to  the  work,  a  sub- 
stantial part  of  the  so-called  salaries  would  seem  to  be  nothing  more 
than  a  distribution  of  profits.  Forty  per  cent  of  the  deduction  taken 
for  above  salaries  was  not  allowed. 


22-19-534. 
T.  B.  M.  86. 

Salaries,  bonuses,  and  fees  voted  subsequent  to  the  close  of  any 
taxable  year  and  also  subsequent  to  the  close  of  the  books  for  such 
taxable  year,  in  the  absence  of  contract  obligation,  can  not  be  con- 
sidered an  ordinary  and  necessary  expense  of  doing  business.  (Also 
sec.  234.  art.  561.)  

(See  23-19-554,  sec.  826,  art.  851.)  Compensation  paid  officers 
based  on  percentage  of  gross  sales  of  each. 


Section  214(a)  1,  Article  106:  Treatment  of  Excessiye  Compensation. 

(See  8-19-319,  sec.  311,  art.  781.)     Adjustment  of  salaries  paid 
during  prewar  period. 

1-19-54. 
Section  214  (a)  1,  Article  107 :  Bonuses  to  Employees.  O.  D.  37. 

Assuming  books   and   returns  on   an    accrual   basis,   deductions 
representing  a  distribution  to  employees  as  additional  compensation 
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of  a  percentage  of  the  net  earnings  of  a  corporation  are  allowable 
only  m  the  return  for  the  year  in  which  such  expense  was  incurred. 
If  reported  otherwise,  amended  returns  should  be  filed.  (Also 
see.  282.) 

a-19-186. 
O.  D.  124. 

A  proportionate  part  of  the  par  value  of  a  company's  stock, 
delivered  to  a  trustee  to  be  held  in  escrow  for  the  benefit  of  certain 
employees  of  the  company,  which  stock  is  to  be  delivered  to  them  at 
the  expiration  of  a  number  of  years  in  recognition  of  faithful  service, 
may  be  taken  as  a  deduction  in  the  income  tax  returns  of  the  com- 
pany for  each  of  such  jrears  during  the  period  the  trustee  holds  the 
stock,  providing  the  corporation  keeps  ite  books  on  an  accrual  basis. 

If  the  employee  for  whom  the  stock  was  deposited  should  forfeit 
his  right  to  receive  the  stock,  the  corporation  must  report  as  income 
in  the  year  in  which  the  right  to  receive  the  stock  is  forfeited,  the 
amount  taken  as  a  deduction  in  previous  years  on  account  ox  the 
forfeited  stock. 


1-1&-6. 
Section  214(a)  1,  Article  111:  When  Charges  Deductible.  O.  D.  8. 

A  receiver  of  a  corporation  may  deduct  receiver's  and  attor- 
ney's fees  actually  paid  during  the  year,  to  which  the  return  relates 
if  the  books  are  kept  on  the  basis  of  cash  receipts  and  disbursements; 
if  the  books  are  kept  on  the  accrual  basis,  the  amount  of  such  fees 
accruing  during  the  taxable  year  may  be  deducted  even  though  the 
disbursement  was  not  actually  made  until  the  following  year.  (Also 
sec.  212  art.  23.) 


1-19-94. 
S-923. 

A  report  of  a  master  in  chancery,  appointed  by  an  interlocu- 
tory decree  in  a  suit  for  damages  for  alleged  infringement  of  a  pat- 
ent, assessing  damages  against  the  taxpayer,  which  report  was 
filed  during  the  taxame  year,  but  was  not  confirmed  until  the  follow- 
ing year  wnen  jud^ent  was  entered  on  the  report,  can  not  be  re- 
garaed  as  a  determination  of  the  amount  of  the  claim,  and  no  de- 
duction for  the  taxable  year  is  permissible  in  regard  to  tne  judgment 
referred  to. 


(See  8-19-188,  sec.  284,  art.  561.)     When  payments  of  liquidated 
damages  are  deductible. 


5-19-260. 
O.  D.  159. 

A  corporation  may  set  up  on  its  books  in  1918  a  contingent 
liability  without  prejudicing  its  right  to  deduct  the  item  in  a  proper 
year,  although  the  same  is  not  deductible  in  1918. 


46  INCOME  TAX  DIGESTS. 

SECTION  214(a)  S^DEDUCTIONS  ALLOWED:  INTEREST. 

Section  214(a)  2,  Article  121:  Interest. 

(See  l-ld-40,  sec.  213,  art.  80.)    Basis  of  computation  of  exempt 
interest  on  Liberty  loan  bond& 


1-19^0. 
S-935. 

Interest  and  taxes  paid  by  a  corporation  in  connection  with 
the  construction  of  its  original  plant  are  deductible  firom  its  gross 
income  under  the  Bevenue  Act  of  1913,  even  though  such  payments 
are  properly  chargeable  to  capital  account  and  are  so  charged  by 
the  coiioration  on  its  books,  provided  the  corporation  amends  ite 
returns  so  as  to  exclude  the  interest  and  taxes  so  deducted  from  capi- 
tal account.     (Overruling  S-23.)     (Also  sec.  214(a)  3,  art.  131.) 


1-19-57. 

O.  D.  40. 

Interest  paid  or  accrued  on  indebtedness  incurred  to  purchase 

notes  of  the  Victory  Liberty  loan  constitutes  an  allowable  deduction 

for  income  tax  purposes. 

SECTION  214(a)  3— DEDUCTIONS  ALLOWED:  TAXES. 

1-19-58. 
Section  214(a)  3,  Article  131 :  Taxes.  O.  D.  41. 

The  10  per  cent  tax  which  is  imposed  on  a  corporation's  undis- 
tributed net  income  by  section  10(b)  of  the  Revenue  Act  of  1917, 
is  not  an  allowable  deduction  from  the  gross  income  of  a  corpora- 
tion shown  on  an  income  tax  return. 


13-19-418. 
O.  D.  240. 

Additional  excise  taxes  assessed  against  a  corporation  under 
the  Eevenue  Act  of  1909  and  paid  during  subsequent  years  are  allow- 
able deductions  from  the  ^ross  income  reported  on  the  corporation's 
return  for  the  year  in  which  paid ;  but  income  taxes  assessed  under 
the  Revenue  Acts  of  1913  or  1916  are  deductible  only  if  paid  prior  to 
January  1, 1917.     (Also  sec.  234(a)  3,  art.  561.) 


22-19-586. 
O.  D.  287. 

An  individual  may  claim  as  a  deduction  the  amount  of  war  tax 
paid  on  facilities  furnished  by  public  utilities,  which  includes  tax  on 
railroad  and  steamship  fares,  and  the  war  tax  paid  on  admissions 
and  dues.  The  war  excise  taxes  imposed  by  section  904  and  paid 
by  the  purchaser  are  deductible,  but  the  war  excise  taxes  imposed 
by  section  900,  which  are  levied  against  and  paid  by  the  manufac- 
turer, producer,  or  importer,  are  not  deductible  by  the  individual 
purchaser. 
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(See  28-1&-698 ;  sec.  222.  art.  381«)  Deduction  of  income  and  war 
profits  taxes  paia  to  a  foreign  country  on  income  from  sources 
within  the  United  States. 


Section  214(a)  3,  Article  132:  Federal  Duties  and  Excise  4-19-216. 

Taxes.  O.  D.  137. 

Wholesale  liquor  dealers  who  exercised  option  to  include  excise 
taxes  in  cost  of  merchandise  in  calculating  inventory  may  not  now 
amend  such  inventory  and  treat  the  taxes  as  business  expenses. 


21  19  560. 

Sec.  214(a)  3,  Article  138:  Taxes  for  Local  Benefits.  T.  D.  2937! 

Article  133  of  Begulations  45  is  hereby  amended  to  read  as  follows : 

Abt.  133.  Taxes  for  local  benefits, — So-^Ued  taxes,  more  properly  assess- 
ments, paid  for  local  benefits,  such  as  street,  sidewalk,  and  other  Uke  Improve- 
m^its,  Imposed  because  of  and  measured  by  some  benefit  inuring  directly  to  the 
property  against  which  the  assessment  is  levied,  do  not  constitute  an  allowable 
deduction  from  gross  Income.  A  tax  Is  considered  assessed  against  local  benefits 
when  the  property  subject  to  the  tax  is  limited  to  the  property  benefited.  Spe- 
cial assessments  are  not  deductible,  even  though  an  Incidental  benefit  may  inSre 
to  the  public  welfare.  The  taxes  deductible  are  those  levied  for  the  general 
public  welfare  by  the  proper  taxing  authorities  at  a  like  rate  against  all 
property  in  the  territory  over  which  such  authorities  have  Jurisdiction.  Assess- 
ments under  the  statutei^  of  California  relating  to  Irrigation  and  of  Iowa  re- 
lating to  drainage,  and  under  certain  statutes  of  Tennessee  relating  to  levees, 
are  limited  to  property  benefited,  and  when  it  is  clear  that  the  assessments  are 
so  limited,  the  amounts  paid  thereunder  are  not  deductible  as  taxes.  When 
assessments  are  made  for  the  purpose  of  maintenance  or  repair  of  local  benefits, 
the  taxpayer  may  deduct  the  assessments  paid  as  an  expense  Incurred  In  busi- 
ness,- If  the  payment  of  such  assessments  Is  necessary  to  the  conduct  of  his 
business.  When  the  assessments  are  made  for  the  purpose  of  constructing  local 
benefits,  the  payments  by  the  taxpayer  are  in  the  nature  of  capital  expenditures 
and  are  not  deductible.  Where  assessments  are  made  for  the  purpose  of  both 
construction  and  maintenance  or  repairs,  the  burden  Is  on  the  taxpayer  to  show 
the  allocation  of  the  amounts  assessed  to  the  different  purposes.  If  the  alloca- 
tion can  not  be  made,  none  of  the  amounts  so  paid  is  deductible. 


24-19-661. 
0-928. 

Taxpayers  should  be  required  to  show,  in  their  income  tax  re* 
turns,  the  nature  of  assessments  paid  under  the  Illinois  drainage 
laws,  inasmuch  as  such  laws  provide  both  for  special  assessments  for 
be::ieiits  and  for  general  taxation,  depending  in  some  instances  upon 
ordinances  promulgated  by  the  trustees  of  drainage  districts.  (Also 
sec.  234,  art.  561.) 


13-19-419. 
Section  214(a)  3,  Article  134:  Inheritance  Taxes.  0-812. 

Federal  estate  tax  is  not  deductible  from  gross  income  of  the 
estate  of  a  decedent  in  process  of  administr^ttion  in  ascertaining  the 
net  income  of  the  estate  subject  to  tax,  for  the  reason  that  this  tax  is 
imposed  upon  the  transfer  of  the  estate  and  not  upon  the  property 
composing  the  estate. 
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(c)  In  general,  no  deduction  for  obsolescence  or  obsoleteness  is 
allowable  m  the  case  of  land,  but  in  exceptional  cases,  where  the 
loss  of  usefulness  through  prohibition  legislation  is  so  great  that 
the  land  practically  becomes  worthless,  the  taxpayer  may,  upon  the 
proper  showing,  be  allowed  a  reasonable  deduction  on  that  account 
for  the  land  as  well  as  for  the  vines  and  improvements.  In  ttds  case 
the  cost  or  value  used  as  the  basis  of  such  deduction  for  obsolescence 
or  obsoleteness  may  properly  include  the  value  of  any  improvements 
which  when  made  were  regarded  as  permanently  improving  the 
land  and  which  have  not  heretofore  been  charged  off  as  expenses. 
In  the  case  where  the  entire  deduction  is  claimed  in  a  single  year  by 
reason  of  actual  abandonment  on  account  of  obsoleteness  of  land, 
vines,  and  improvements,  the  amount  of  such  deduction  will  be  the 
difference  between  the  value  on  March  1,  1918,  if  acquired  prior  to 
tliat  date,  or  the  cost,  if  acquired  on  or  after  that  date,  and  the 
salvage  or  junk  value,  taking  into  account  any  deductions  or  obso- 
lescence previously  allowed.  Where  a  reasonable  allowance  for 
obsolescence  is  claimed  before  actual  abandonment,  to  be  spread  over 
a  period  of  two  or  more  years,  care  must  be  taken  to  eliminate  from 
the  sum  used  as  the  basis  of  the  allowance  any  general  decrease  in 
the  value  of  real  estate  due  to  other  causes,  such  decrease  being  de- 
ductible only  when  definitely  determined  through  sale. 

(d)  Any  return  of  income  from  vineyard  property  in  which  a 
deduction  is  claimed  as  a  result  of  obsolescence  must  be  accompanied 
with  an  affidavit  setting  forth  fully  the  facts  necessary  to  a  de- 
termination of  the  loss  properly  chargeable  to  obsolescence  under 
the  rules  above  stated. 

(e)  Law  Opinion  524  and  Solicitor's  Memoranda  735,  797,  and 
872  are  modified  so  far  as  not  in  accord  herewith.  (Superseding 
4-19-219  (T.  B.  M.  18),  sec.  214,  art.  161.) 


1-19-62. 
Section  214(a)  8,  Article  162:  Depreciable  Property.  0-797. 

An  owner  of  an  orchard  which  has  reached  an  income-producing 
stage  is  entitled  to  deduct  from  gross  income  in  his  annual  tax  re- 
turns an  annual  ^allowance  for  depreciation,  based  upon  the  capital 
invested,  which  comprises  the  original  purchase  price  of  the  trees 
together  with  the  necessary  expenditures  incurred  in  bringing  them  to 
the  producing  a^e ;  and  the  rate  of  depreciation  is  to  be  deterimined 
by  tne  average  life  of  the  trees  under  normal  conditions. 


3-19-190. 

O.  D.  125. 
Property  consisting  of  a  plant,  including  equipment  for  the 
manufacture  of  beer  bottles,  which  oecause  of  restrictions  and  regu- 
lations by  the  United  States  Government  on  the  brewery  industry 
can  not  be  sold  and  in  consequence  the  factory  had  to  be  closed,  has, 
to  the  extent  the  property  or  plant  was  constructed  for  the  manu- 
facture of  beer  bottles  and  is  not  suited  or  adapted  for  any  other 
purpose  without  reconstruction,  become  obsolete.  The  corporation  to 
that  extent  is  entitled  to  a  deduction  for  obsolescence.  &)  much  of 
the  shrinkage  in  value  of  the  plant,  if  any,  as  is  not  thus  due  to 
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obsolescence  can  not  be  claimed  as  a  deduction  for  loss  until  the 
property  is  sold  or  becomes  worthless  and  the  loss  is  definitely  ascer- 
tained.    (Also  sec.  214(a)  4,  art.  148.) 


7-19-291. 
T.  B.  M.  39. 

An  inventor  of  a  war  device,  which  undoubtedly  had  a  large 
value  on  January  1^  1918,  when  me  war  was  on' in  full  force,  can  not 
now  claim  a  deduction  for  depreciation  and  obsolescence  based  on  the 
value  of  the  intangible  property  as  of  that  date  and  on  December  31, 
1918,  after  the  signing  of  the  armistice,  when  it  is  claimed  it  had  a 
very  small  value. 


Seotion  214(a)  8,  Article  163:  Depreoiation  of  In-  15-19-445. 

tangible  Property.  T.  B.  B.  44. 

(1)  Distillers  and  dealers  in  liquors  are  entitled  to  make  a  deduc- 
tion (based  upon  actual  cost  or  fair  market  value  as  at  March  1, 
1913)  from  gross  income,  on  account  of  depreciation  or  obsolescence 
of  their  intangibles,  such  as  good  will,  trade-marks,  trade  brands,  etc., 
such  deductions  being  limitS  to  assignable  assets,  the  value  of  which 
has  been  destroyed  by  prohibition  le^slation,  and  (2)  in  arriving  at 
the  taxable  income  for  the  first  taxable  year  ending  on  or  after  Janu- 
aiT  31,  1918,  the  obsolescence  fully  accrued  on  that  date  is  to  be 
allowed  as  a  deduction  in  computing  the  income  subject  to  taxation 
under  the  Revenue  Act  of  1918,  plus  a  further  deduction  of  such 
proportion  of  the  remaining  value  of  the  intangible  assets  as  the 
mterval  between  Januair  31,  1918,  and  the  end  of  the  taxable  year 
bears  to  the  total  interval  between  January  31, 1918,  and  January  16, 
1920  (unless  at  an  earlier  date  the  taxpayer  discontinues  his  business, 
in  wmch  case  such  earlier  date  shall  mark  the  close  of  the  period), 
and  (3)  for  any  taxable  year  following  the  taxable  year  just  referred 
to  a  deduction  in  respect  of  the  value  of  such  intangible  assets 
on  January  31,  1918,  based  upon  a  ratable  distribution,  will  be 
permissible. 


23-19-545. 
T.  D.  2929. 

Article  163,  Itegulations  No.  45,  is  modified  to  read  as  follows, 
by  eliminating  therefrom  the  last  sentence  reading :  "  There  can  be 
no  such  allowance  in  respect  of  good  will,  trade  names,  trade-marks, 
trade  brands,  secret  formulae,  or  processes '' : 

Abt.  163.  Depreciation  of  intangible  property, — Intangibles  the  use  of  which 
in  the  trade  or  business  is  definitely  limited  in  duration  may  be  the  subject  of 
a  depreciation  allowance.  Examples  are  patents  and  copyrights,  licenses,  and 
franchisea  Intangibles  the  use  of  which  in  the  business  or  trade  is  not  so 
limited  will  not  usually  be  a  proper  subject  of  such  an  allowance.  If,  however, 
an  Intangible  asset  acquired  through  capital  outlay  is  known  from  experience 
to  be  of  value  in  the  business  for  only  a  limited  period,  the  length  of  which 
can  be  estimated  from  experience  with  reasonable  certainty,  such  intangible 
asset  may  be  the  subject  of  a  depreciation  allowance,  provided  the  facts  are 
folly  shown  In  the  return  or  prior  thereto  to  the  satisfaction  of  the  commis- 
sioner. 
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80-19-639. 
S.  1217. 

When  property  is  discarded  and  salvaged,  the  depreciation 
allowance  plus  the  salvage  value  may  slightly  exceed  or  fall  slightly 
below  the  cost  of  the  property.  In  the  case  of  a  gain  over  cost  thi 
must  be  treated  as  income.  If  the  depreciation  allowance  plus  sal- 
vage falls  below  the  cost,  the  difference  may  be  treated  as  a  loss. 

The  fact  that  a  taxpayer  in  past  vears  neglected  to  allow  for  suffi- 
cient depreciation  does  not  make  the  resulting  discrepancy  between 
the  book  values  of  equipment  and  its  salvage  value  at  the  time  it  is 
retired  from  service  deductible  as  a  loss  within  the  intent  of  Section 
II  G(b)  second,  act  of  October  3,  1913.  In  such  cas^  the  taxpayer 
may  avail  himself  of  a  larger  deduction  for  depreciation  by  submit- 
ting amended  returns  for  previous  years,  and  showing  that  the  pre- 
vious depreciation  rate  was  not  reasonable. 


2-19-150. 

Section  214(a)  4,  6,  6,  Article  143 :  Loss  of  TTBeful  Value.  O.  D.  102. 

No  deduction  representing  extraordinary  loss  due  to  prohibition 
legislation  is  allowable  in  the  case  of  vineyards  unless  such  leg- 
islation necessitates  the  abandonment  of  the  vineyards.  If  the  vine- 
yard is  abandoned  the  amount  deductible  as  a  loss  is  the  cost  of  the 
vineyard,  or  its  fair  market  value  as  at  March  1,  1913,  if  acquired 

Snor  to  that  date,  plus  cost  of  subsequent  improvements,  less  any 
epreciation  previously  charged  off  and  anv  salvage  value.  No  de- 
duction is  permitted  on  accoimt  of  land.  Ii,  by  reason  of  legislation 
passed  in  1918,  the  abandonment  of  the  vineyard  occurs  in  1919,  the 
loss  deduction  may  be  equally  divided  between  1918  and  1919,  since 
the  law  prohibits  the  utilization  of  the  1919  crop  and  1919  income 
is  to  be  attributed  to  the  manufacture  and  sale  of  vintage  of  1918 
and  earlier  years.  (But  see  8-19-320  (0-«62),  sec.  214(a) 8;  art. 
161.) 

(See  3-19^190,  sec.  214(a)  8,  art.  162.)  Taxpayer  with  plant 
manufacturing  b^r  bottles,  not  adapted  for  any  otner  purpose,  is 
entitled  to  a  deduction  for  obsolescence. 


Section  214(a),  4,  6,  6,  Artide  144:  Shrinkage  in  Seonri-  9-19^41. 

ties  and  Stocks.  T.  D.  2882  (1). 

Insurance  companies  owning  securities  taken  at  market  value  may 
not,  under  section  38  of  the  Act  of  August  5,  1909,  deduct  from 
gross  income  as  depreciation  the  net  decrease  in  market  value  of 
such  securities. 


11-19-378. 
0.  D.  216. 

The  surrender  of  stock  for  the  purpose  of  wiping  out  an  oper- 
ating deficit  can  not  be  made  the  basis  of  a  deduction  in  the  returns 
of  the  individual  stockholders. 
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(See  11-19-388,  sec.  219,  art.  343.)  Deduction  on  account  of 
shrinkage  in  the  value  of  property  owned  by  a  taxpayer  where  the 
return  is  filed  by  the  administrator  of  the  estate  for  a  decedent. 


(See  24r-19-558;  sec.  212,  art.  23.)     Accrued  losses  from  short  sales 
of  stock.     * 


SECTION  214(a)  7— DEDUCTIONS  ALLOWED;  BAD  DEBTS. 

24—19-564. 
Section  214(a)  7,  Article  151 :  Bad  Debts.  O.  D.  297. 

The  difference  between  the  face  value  of  a  note  and  the  amount 
received  in  compromise  is  an  allowable  deduction,  provided  the  debtor 
has  no  assets  out  of  which  the  entire  amount  may  be  collected  by 
suit.  However,  where  the  debt  is  compromised  and  the  debtor  has 
assets  out  of  which  the  entire  debt  coula  have  been  collected  through 
legal  action,  the  difference  between  the  amount  received^  in  compro^ 
mise  and  the  amount  claimed,  whether  admitted  or  disputed,  can 
not  be  allowed  as  a  bad  debt. 


SECTION  214(a)  8— DEDUCTIONS  ALLOWED:  DEPRECIATION. 

8-19-820. 
Section  214(a)  8,  Acticle  161 :  Depreciation.  0-862. 

(a)  Where  vineyards  planted  to  ^  wine  grat)es  appear  to  be 
rendered  useless  for  profitable  operation  as  vineyards  through  the 
enactment  of  prohibition  legislation,  but  the  owners  continue  to 
cultivate  them,  in  the  hope  that  some  new  and  profitable  use  for  the 
crop  may  be  found,  a  reasonable  deduction  for  obsolescence  may  be 
claimed.  There  being  at  this  time  no  data  available  uj>on  which  a 
determination  of  what  constitutes  a  reasonable  deduction  may  be 
made,  a  tentative  deduction  of  one-half  the  loss  which  would  residt 
from  the  total  abandonment  of  the  property  for  vineyard  purposes 
may  ))e  made  in  the  return  for  the  year  in  which  the  legislation  was 
enacted,  subject  to  adjustment  when  the  success  or  failure  of  the 
experiment  mall  have  been  satisfactorily  established. 

(&)  Where  vineyards  devoted  to  the  mowing  of  wine  grapes  are, 
as  a  result  of  prohibition  le^slation,  abandoned  as  vineyards  and 
the  vines  and  improvements  mcidental  solely  to  grape  growing  are 
junked  and  the  land  employed  in  other  uses,  the  loss  directly  result- 
ing maj  be  deducted  in  determining  the  net  income  of  the  owner, 
care  being  taken  to  exclude  from  the  deduction  the  value  of  any  im- 

Erovements,  such  as  installation  of  drainage  or  irrigation,  fencing, 
reaking  up  of  the  soil,  and  similar  improvements  which,  while  in- 
cidental to  the  planting  of  the  vineyard,  tend  to  permanently  im- 
prove the  ground  for  other  uses.  The  allowance  for  obsolescence 
will  be  distributed  over  the  period  elapsing  between  the  passage  of 
the  prohibition  measure  and  the  date  when  abandonment  occurs. 
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81—19-647. 
Section  214(a)  10,  Article  280:  OU  and  gas  weUfl.  T.  D.  2956. 

Article  220(a):  DiBoovery— Proven  tract  or  lease- 
Property  disproportionate  valne. 
Article  221 :  Proof  of  discovery  of  oil  and  gas  wells. 

Regulations  45  are  hereby  amended  by  substituting  for  articles  220 
and  221  as  they  now  stand  the  following  three  articles : 

Abt.  220.  OU  and  gas  toeUs.Section  214  (a)  (10)  and  section  234  (a)  (9) 
provide  that  taxpayers  who  discover  oil  and  gas  wells  on  or  after  March  1, 
1913,  may,  under  the  circumstances  therein  prescribed  determine  the  £air 
market  value  of  such  property  at  the  date  of  discovery  or  virithin  30  days  there- 
after for  the  purpose  of  ascertaining  allowable  deductions  for  depletion.  Be- 
fore such  valuation  may  be  made  the  statute  requires  that  two  conditions 
precedent  be  satisfied,  (1)  that  the  fair  market  value  of  such  property  (oil  and 
gas  wells)  on  the  date  of  discovery  or  within  30  days  thereafter  became  ma- 
terially disproportionate  to  the  cost,  by  virtue  of  the  discovery,  and  (2)  that 
such  oil  and  gas  wells  were  not  acquired  as  the  result  of  purchase  of  a  proven 
tract  or  lease. 

Abt.  220.  (a).  Diacoveru — Proven  tract  or  lease — Property  disproportionate 
value, —  ( 1 )  For  the  purpose  of  these  sections  of  the  Revenue  Act  of  1918,  an  oil  or 
gas  well  may  be  said  to  be  discovered  when  there  is  either  a  natural  exposure  of 
oil  or  gas,  or  a  drilling  that  discloses  the  actual  and  physical  presence  of  oil 
or  gas  in  quantities  sufficient  to  Justify  commercial  exploitation.  Quantities 
sufficient  to  justify  commercial  exploitation  are  deemed  to  exist  when  the  quan- 
tity and  quality  of  the  oil  or  gas  so  recovered  from  the  well  are  such  as  to 
afford  a  reasonable  expectation  of  at  least  returning  the  capital  invested  In 
such  well  through  the  sale  of  the  oil  or  gas,  or  both,  to  be  derived  therefrom. 

(2)  A  proven  tract  or  lease  may  be  a  part  or  the  whole  of  a  proven  area. 
A  proven  area  for  the  purposes  of  this  statute  shall  be  presumed  to  be  that 
portion  of  the  productive  sand  or  zone  or  reservoir  included  in  a  square  sur- 
face area  of  160  acres  having  as  its  center  the  mouth  of  a  well  producing  oil 
or  gas  in  commercial  quantities.  In  other  words,  a  producing  well  shall  be 
presumed  to  prove  that  portion  of  a  given  sand,  zone  or  reservoir  which  is  in- 
cluded In  an  area  of  160  acres  of  land,  regardless  of  private  boundaries.  The 
center  of  such  square  area  shall  be  the  mouth  of  the  well,  and  Its  sides  shall  be 
parallel  to  the  section  lines  established  by  the  United  States  system  of  public 
land  surveys  in  the  district  in  which  it  is  located.  Where  a  district  is  not 
covered  by  the  United  States  land  surveys,  the  sides  of  said  area  shall  run 
north  and  south,  east  and  west. 

So  much  of  a  taxpayer*s  tract  or  lease  which  lies  within  an  area  proven 
either  by  himself  or  by  another  is  "  a  proven  tract  or  lease  "  as  contemplated 
by  the  statute,  and  the  discovery  of  a  well  thereon  will  not  entitle  such  tax- 
payer to  revalue  such  well  for  the  purpose  of  depletion  allowances,  unless  the 
tract  or  lease  had  been  acquired  before  it  became  proven.  And  even  though  a 
well  is  brought  in  on  a  tract  or  lease  not  included  in  a  proven  area  as  hereto- 
fore defined,  nevertheless  it  may  not  entitle  the  owner  of  the  tract  or  lease  in 
which  such  well  is  located  to  revaluation  for  deletion  purposes,  if  such  tract 
or  lease  lies  within  a  compact  area  which  is  immediately  surrounded  by  proven 
land,  and  the  geologic  structural  conditions  on  or  under  the  land  so  inclosed 
may  reasonably  warrant  the  belief  that  the  oil  or  gas  of  the  proven  areas  ex- 
tends thereunder.  Under  such  circumstances  the  entire  area  is  to  be  regarded 
as  proven  land. 

(3)  The  "property"  which  may  be  valued  after  discovery  is  the  "well." 
For  the  purposes  of  these  sections  the  "  well "  is  the  drill  hole,  the  surface 
necessary  for  the  drilling  and  operation  of  the  well,  the  oil  or  gas  content  of 
the  particular  sand,  zone,  or  reservoir  (limestone,  breccia,  crevice,  etc.)  in 
which  the  discovery  was  made  by  the  drilling  and  from  which  the  production  is 
drawn,  to  the  limit  of  the  taxpayer's  private  bounding  lines,  but  not  beyond  the 
limits  of  the  proven  area  as  heretofore  provided. 

(4)  A  tax  payer  to  be  entitled  to  revalue  his  property  after  March  1,  1918, 
for  the  purpose  of  depletion  allowances  must  make  a  discovery  after  said  date 
and  such  discovery  must  result  in  the  fair  market  value  of  the  property  becom- 
ing disproportionate  to  the  cost.  The  fair  market  value  of  the  property  will  be 
deemed  to  have  become  disproportionate  to  the  cost  when  the  output  of  such 
well  of  oil  or  gas  affords  a  reasonable  expectation  of  returning  to  the  taxpayer 
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an  amonnt  materially  In  excess  of  the  cost  of  the  land  or  lease  if  acquired 
since  March  1, 1913,  or  Its  fair  market  value  on  March  1,  1913,  If  acquired  prior 
thereto,  plus  the  cost  of  exploration  and  development  work  to  the  time  the  well 
was  brought  in.  ^ 

Abt.  221.  Proof  of  Discovery  of  Oil  and  Oas  Wells. — In  order  to  meet  the 
requir^nents  of  the  preceding  article  to  the  satisfaction  of  the  commissioner 
the  taximyer  will  be  required,  among  other  things,  to  submit  the  following  with 
his  return:  (a)  A  map  of  convenient  scale^  showing  the  location  of  the  tract 
and  discovery  well  in  question  and  of  the  nearest  producing  well,  and  the  de- 
velopment for  a  radius  of  at  least  three  miles  from  the  tract  in  question,  both 
on  the  date  of  discovery  and  on  the  date  when  the  fair  market  value  was  set ; 
(b)  a  certified  copy  of  the  log  of  the  discovery  well,  showing  the  location,  the 
date  drilling  began,  the  date  of  completiouv  and  the  beginning  of  production,  the 
formations  penetrated,  the  oil,  gas  and  water  sands  penetrated,  the  casing 
record,  including  the  record  of  perforations,  and  any  other  information  tending 
to  show  the  condition  of  the  well  and  the  location  of  the  sand  or  zone  from 
which  the  oil  or  gas  is  produced  on  the  date,  the  discovery  was  claimed;  (c) 
a  sworn  record  of  production,  clearly  proving  the  commercial  productivity  of 
the  discovery  well;  (d)  a  sworn  copy  of  the  records,  showing  the  cost  of  the 
property;  aLd  (e)  a  full  explanation  of  the  method  of  determining  the  value 
on  the  date  of  discovery  or  within  30  days  thereafter,  supported  by  satisfactory 
evidence  of  the  fairness  of  this  value. 


Section  214(a)  10,  Article  222:  Charges  to  Capital  26-19-589. 

and  to  Expense  in  the  Case  of  Hine.  O.  D.  314. 

All  expenditures  by  a  mining  company  for  prospecting  and  de- 
velopment for  the  purpose  of  enlarging  tne  business  or  continuing  it 
beyond  its  present  limits  must  be  charged  to  capital  account. 


Section  214(a)   10,  Article  228:  Capital  Becoverable  1-19-60. 

Throngh  Depletion  Allowance  in  the  Case  of  Timber.  O.  D.  48. 

In  the  case  of  timber  land  acquired  prior  to  March  1,  1913,  de- 

!)letion  may  be  based  on  the  average  value  on  that  date  of  all  timber 
ocated  in  a  single  operation  unit.  In  other  words,  the  average  value 
may  be  determined  independently  for  each  separate  operation  unit. 
A  separate  operation  unit  should  include  all  timber  which  should 
logically  be  manufactured  at  a  single  definite  mill  site. 


Section  214(a)  10,  Article  234:  Determination  of  Fair  18-19-483. 

Market  Value  of  Timber.  T.  D.  2916. 

The  final  edition  of  Regulations  No.  45  is  amended  by  the  inser- 
tion of  article  234.  as  follows : 

Art.  234.  Determination  of  fair  market  value  of  timber. — Where  the  fair 
market  value  of  the  property  at  a  specified  date  in  lieu  of  the  cost  thereof  is  the 
basis  for  depletion  and  depreciation  deductions,  such  value  must  be  determined, 
subject  to  approval  or  revision  by  the  commissioner,  by  the  owner  of  the  prop- 
erty in  the  light  of  the  most  reliable  and  accurate  information  with  reference  to 
the  condition  of  the  property  as  it  existed  at  that  date,  regardless  of  all  subse- 
quent changes,  such  as  changes  in  surrounding  circumstances,  in  methods  of 
exploitation,  in  degree  of  utilization,  etc.  The  value  sought  should  be  that 
established  assuming  a  transfer  between  a  willing  seller  and  a  willing  buyer  as 
of  that  particular  date.  No  rule  or  method  of  determining  the  fair  market 
value  of  timber  property  is  prescribed,  but  the  commissioner  will  give  due 
weight  and  consideration  to  any  and  all  facts  and  evidence  having  a  bearing  on 
the  market  value,  such  as  cost,  actual  sales,  and  transfers  of  similar  properties, 
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24r-l»-5e5. 
-  O.  D.  298. 

Deductions  from  ^ross  income  on  account  of  depreciation  or 
obsolescence  of  intan^bles,  such  as  good  will,  trade-marks,  and  trade 
brands,  allowed  distiUers  and  dealers  in  liquors,  are  also  applicable  to 
brewers.     (T.  B.  R.  44,  15-19-445;  sec.  214,  art.  163.) 


80-19-640. 
p.  D.  344. 
Depreciation  of  intangible  property  as  explained  in  article  163  of 
Kegulations  No.  45  applies  to  all  intangible  property  including  patents 
and  copyrights,  whether  acq[uired  for  cash,  other  property,  or  corpo- 
rate stock.    The  term  "  capital  outlay  "  includes  corporate  stock. 


Section  214(a)  8,  Article  164:  Capital  Sum  BeooTerable  21-19-524. 

Through  DepreciatioiL  Allowances.  O.  D.  283. 

Replacement  value  of  property  can  not  be  substituted  for  the 
cost  of  the  property  as  the  cost  of  replacement  at  a  time  some  years  in 
the  future  is  a  speculative  figure  which  can  not  be  used  as  a  basis  for 
determining  an  annual  depreciation  charge.  The  depreciation  charge 
will  replace  the  amount  of  the  original  capital  outlay,  which  may  be 
more  or  less  than  adequate  to  replace  the  item  to  which  it  applies. 
If  less  than  adequate,  new  capital  must  be  provided  from  surplus  or 
otherwise  to  effect  the  replacement. 


Section  214(a)  8,  Article  167:  Depreciation  of  Patent  20-19-^06. 

or  Copyright.  T.  B.  R.  69. 

Revenue  Act  of  1916  as  amended  and  Revenue  Act  of  1917. 

(a)  Depreciation  of  patents  acquired  prior  to  March  1, 1913,  should 
be  taken  on  the  basis  of  their  fair  market  value  as  of  that  date,  if 
affirmative  and  satisfactorv  evidence  of  such  value  is  offered. 

(b)  Invested  capital  o/a  corporate  taxpayer  for  the  year  1917 
should  be  reduced  by  the  amount  of  its  income  tax  for  the  year  1916 
as  of  the  date  upon  which  such  tax  became  due  and  payable. 


Section  214(a)  8,  Article  170:  Closing  Depreciation  Account. 

(See  30-19-639 J  sec.  214  (a)  4,  5,  6,  art.  141.)    Adjustment  of  de- 
preciation and  gam  or  loss  when  equipment  is  retired  from  use. 


SECTION  214(a)  9— DEDUCTIONS  ALLOWED:  AMORTIZATION. 

Section  214(a)  9,  Article  181:  Scope  of  FrovlBion  for  Amortization. 

(See  15-19-452,  sec.  326.  art.  840.)     Effect  on  invested  capital  of 
amortization  deducted  unaer  the  munitions  manufacturers'  tax  law. 


IKCOME  TAX  DIGESTS.  55 

(See  26-19-597;  sec.  301,  art.  715.)     Amortization  when  part  of  in- 
come is  from  Government  contracts. 


Section  214(a)  9,  Article  182:  Property  Cost  of  Which  May  Be  Amortized. 

(See  16-19-464;  sec.  234,  art.  561.)    Equipment  for  manufacture  or 
production  of  sugar. 


Section  214(a)  0,  Article  184:  Cost  Which  Xay  Be  Axnor^  5-19-249. 

tized.  T.  D.  2859. 

Paragraph  3  of  article  184,  Regulations  45,  Final  Edition,  is 
amended  to  read  as  follows : 

(3)  In  the  case  of  other  property  the  basis  for  amortization  calculation  shall 
be  the  estimated  value  of  the  property  to  the  taxpayer  in  terms  of  its  actual 
use  or  employment  in  his  going  business,  such  value  in  no  case  to  be  less  than 
the  sale  or  salvage  value  of  the  property :  Provided,  however.  That  in  no  case 
shall  the  preliminary  estimate  (for  purposes  of  returns  to  be  made  in  1919)  of 
the  amount  of  such  amortization  exceed  25  per  cent  of  the  cost  of  the  property. 
In  the  final  determination  the  amount  of  the  amortization  allowance  will  be 
ascertained  upon  the  basis  of  stable  postwar  conditions  under  regulations  to 
be  promulgated  when  these  conditions  become  apparent. 


Section  214(a)  9,  Article  187 :  Sedetermination  of  Amorti-        81-19-646. 
zation  Allowance.  A.  B.  M.  10. 

That  part  of  section  214  (a)  9,  which  reads  "  at  any  time  within 
three  years  after  the  termination  of  the  present  war,"  is  construed  to 
place  a  limitation  only  upon  the  latest  date  before  which  the  con- 
templated redetermination  and  adjustment  of  amortization  must  be 
made,  and  not  upon  the  earliest  date  at  which  it  might  be  undertaken. 

Therefore,  taxpayers  need  not  await  the  formal  termination  of  the 
present  war,  but  may  present  to  the  commissioner  their  claim  for  a 
redetermination  at  any  time  prior  to  three  years  after  such  termina- 
tion. 


SECTION  214(a)  10— DEDUCTIONS  ALLOWED:  DEPLETION. 

Section  214(a)  10,  Article  202(o) :  Capital  Beooverable  1-19-53. 

Thiongh  Depletion  Allowance  in  the  Case  of  Owner.  T.  B.  B.  4. 

The  amount  recoverable  by  a  taxpayer  without  liability  to  tax 
under  the  War  Bevenue  Act  of  1918,  either  by  way  of  deduction  for 
depletion  or  of  the  return  of  capital  upon  the  sale  of  the  property, 
is  the  cost  of  the  property,  its  fair  market  value  at  March  1, 1913,  or 
within  80  days  after  discovery,  as  the  case  may  be,  minus  the  amount 
of  depletion  (based  upon  the  same  cost  or  value)  actually  sustained 
prior  to  January  1,  1918,  whether  or  not  all  of  such  amount  has 
been  allowed  for  the  purpose  of  computing  net  income  under  earlier 
ineome  tax  laws. 
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81—19-647. 
Section  214(a)  10,  Article  220:  Oil  and  gas  welh.  T.  D.  2956. 

Article  220(a):  DiscoTery— Proven  tract  or  lease- 
Property  disproportionate  valne. 
Article  221 :  Proof  of  discovery  of  oil  and  gas  wells. 

Regulations  45  are  hereby  amended  by  substituting  for  articles  220 
and  221  as  they  now  stand  the  following  three  articles : 

Abt.  220.  OU  and  gas  irea«.— Section  214  (a)  (10)  and  section  234  (a)  (9) 
provide  that  taxpayers  who  discover  oil  and  gas  wells  on  or  after  March  1, 
1913,  may,  under  the  circumstances  therein  prescribed  determine  the  fair 
market  value  of  such  property  at  the  date  of  discovery  or  jirithln  30  days  there- 
after  for  the  purpose  of  ascertaining  allowable  deductions  for  depletion.  Be- 
fore such  valuation  may  be  made  the  statute  requires  that  two  conditions 
precedent  be  satisfied,  (1)  that  the  fair  market  value  of  such  property  (oil  and 
gas  wells)  on  the  date  of  discovery  or  within  80  days  thereafter  became  ma- 
terially disproportionate  to  the  cost,  by  virtue  of  the  discovery,  and  (2)  that 
such  oil  and  gas  wells  were  not  acquir^  as  the  result  of  purchase  of  a  proven 
tract  or  lease. 

Abt.  220.  (a).  Discoveru — Proven  tract  or  lease — Property  disproportionate 
value. — ( 1 )  For  the  purpose  of  these  sections  of  the  Revenue  Act  of  1918,  an  oil  or 
gas  well  may  be  said  to  be  discovered  when  there  is  either  a  natural  exposure  of 
oil  or  gas,  or  a  drilling  that  discloses  the  actual  and  physical  presence  of  oil 
or  gas  in  quantities  sufficient  to  Justify  commercial  exploitation.  Quantities 
sufficient  to  justify  commercial  exploitation  are  deemed  to  exist  when  the  quan- 
tity and  quality  of  the  oil  or  gas  so  recovered  from  the  well  are  such  as  to 
afford  a  reasonable  expectation  of  at  least  returning  the  capital  Invested  in 
such  well  through  the  sale  of  the  oil  or  gas,  or  both,  to  be  derived  therefrom. 

(2)  A  proven  tract  or  lease  may  be  a  part  or  the  whole  of  a  proven  area. 
A  proven  area  for  the  purposes  of  this  statute  shall  be  presumed  to  be  that 
portion  of  the  productive  sand  or  zone  or  reservoir  included  in  a  square  sur- 
face area  of  160  acres  having  as  its  center  the  mouth  of  a  well  producing  oil 
or  gas  in  commercial  quantities.  In  other  words,  a  producing  well  shall  be 
presumed  to  prove  that  portion  of  a  given  sand,  zone  or  reservoir  which  is  in- 
cluded in  an  area  of  160  acres  of  land,  regardless  of  private  boundaries.  The 
center  of  such  square  area  shall  be  the  mouth  of  the  well,  and  its  sides  shall  be 
parallel  to  the  section  lines  established  by  the  United  States  system  of  public 
land  surveys  In  the  district  in  which  it  is  located.  Where  a  district  is  not 
covered  by  the  United  States  land  surveys,  the  sides  of  said  area  shall  run 
north  and  south,  east  and  west. 

So  much  of  a  taxpayer's  tract  or  lease  which  lies  within  an  area  proven 
either  by  himself  or  by  another  is  "  a  proven  tract  or  lease  "  as  contemplated 
by  the  statute,  and  the  discovery  of  a  well  thereon  will  not  entitle  such  tax- 
payer to  revalue  such  well  for  the  purpose  of  depletion  allowances,  unless  the 
tract  or  lease  had  been  acquired  before  it  became  proven.  And  even  though  a 
well  is  brought  in  on  a  tract  or  lease  not  Included  in  a  proven  area  as  hereto- 
fore defined,  nevertheless  it  may  not  entitle  the  owner  of  the  tract  or  lease  in 
which  such  well  is  located  to  revaluation  for  depletion  purposes,  if  such  tract 
or  lease  lies  within  a  compact  area  which  is  immediately  surrounded  by  proven 
land,  and  the  geologic  stnictural  conditions  on  or  under  the  land  so  inclosed 
may  reasonably  warrant  the  belief  that  the  oil  or  gas  of  the  proven  areas  ex- 
tends thereunder.  Under  such  circumstances  the  entire  area  is  to  be  regarded 
as  proven  land. 

(3)  The  "property"  which  may  be  valued  after  discovery  is  the  "well." 
For  the  purposes  of  these  sections  the  "  well "  Is  the  drill  hole,  the  surface 
necessary  for  the  drilling  and  operation  of  the  well,  the  oil  or  gas  content  of 
the  particular  sand,  zone,  or  reservoir  (limestone,  breccia,  crevice,  etc.)  In 
which  the  discovery  was  made  by  the  drilling  and  from  which  the  production  is 
drawn,  to  the  limit  of  the  taxpayer's  private  bounding  lines,  but  not  beyond  the 
limits  of  the  proven  area  as  heretofore  provided. 

(4)  A  tax  payer  to  be  entitled  to  revalue  his  property  after  March  1,  1913, 
for  the  purpose  of  depletion  allowances  must  make  a  discovery  after  said  date 
and  such  discovery  must  result  in  the  fair  market  value  of  the  property  becom- 
ing disproportionate  to  the  cost.  The  fair  market  value  of  the  property  will  be 
deemed  to  have  become  disproportionate  to  the  cost  when  the  output  of  sncb 
well  of  oil  or  gas  affords  a  reasonable  expectation  of  returning  to  the  taxpayer 


nrOOMB  TAX  DIGESTS.  57 

an  amount  materially  in  excess  of  the  cost  of  the  land  or  lease  if  acquired 
since  March  1, 1913,  or  its  fair  market  value  on  March  1, 1913,  if  acquired  prior 
thereto,  plus  the  cost  of  exploration  and  development  work  to  the  time  the  well 
was  brought  in.  ' 

Art.  221.  Proof  of  Discovery  of  OH  and  Gas  Wells, — In  order  to  meet  the 
requlr^nents  of  the  preceding  article  to  the  satisfaction  of  the  commissioner 
the  taxpayer  will  be  required,  among  other  things,  to  submit  the  following  with 
his  return:  (a)  A  map  of  convenient  scale^  showing  the  location  of  the  tract 
and  discovery  well  in  question  and  of  the  nearest  producing  well,  and  the  de- 
velopment for  a  radius  of  at  least  three  miles  from  the  tract  in  question,  both 
on  the  date  of  discovery  and  on  the  date  when  the  fair  market  value  was  set ; 
(b)  a  certified  copy  of  the  log  of  the  discovery  well,  showing  the  location,  the 
date  drilling  began,  the  date  of  completion^  and  the  beginning  of  production,  the 
formations  penetrated,  the  oil,  gas  and  water  sands  penetrated,  the  casing 
record,  including  the  record  of  perforations,  and  any  other  information  tending 
to  show  the  condition  of  the  well  and  the  location  of  the  sand  or  zone  from 
which  the  oil  or  gas  is  produced  on  the  date. the  discovery  was  claimed;  (c) 
a  sworn  record  of  production,  clearly  proving  the  commercial  productivity  of 
the  discovery  well;  (d)  a  sworn  copy  of  the  records,  showing  the  cost  of  the 
property;  ai.d  (e)  a  full  explanation  of  the  method  of  determining  the  value 
on  the  date  of  discovery  or  within  30  days  thereafter,  supported  by  satisfactory 
evidence  of  the  fairness  of  this  value. 


Section  214(a)  10,  Article  222:  Charges  to  Capital  26-19-589. 

and  to  Expense  in  the  Case  of  Hine.  O.  D.  314. 

All  expenditures  by  a  mininff  company  for  prospecting  and  de- 
velopment for  the  purpose  of  enlarging  the  business  or  continuing  it 
beyond  its  present  limits  must  be  charged  to  capital  account. 


Section  214(a)    10,  Article  228:  Capital  Becoverable  1-19-60. 

Throngh  Depletion  Allowance  in  the  Case  of  Timber.  O.  D.  48. 

In  the  case  of  timber  land  acquired  prior  to  March  1,  1913,  de- 

f)letion  may  be  based  on  the  average  value  on  that  date  of  all  timber 
ocated  in  a  single  operation  unit.  In  other  words,  the  average  value 
may  be  determined  independently  for  each  separate  operation  unit. 
A  separate  operation  unit  should  include  all  timber  which  should 
logically  be  manufactured  at  a  single  definite  mill  site. 


Section  214(a)  10,  Article  234:  Determination  of  Fair  18-19-483. 

Harket  Yalne  of  Timber.  T.  D.  2916. 

The  final  edition  of  Regulations  No.  45  is  amended  by  the  inser- 
tion of  article  234,  as  follows : 

Art  234.  Determination  of  fair  market  value  of  timber. — ^Where  the  fair 
market  value  of  the  property  at  a  specified  date  In  lieu  of  the  cost  thereof  is  the 
basis  for  depletion  and  depreciation  deductions,  such  value  must  be  determined, 
subject  to  approval  or  revision  by  the  commissioner,  by  the  owner  of  the  prop- 
erty in  the  light  of  the  most  reliable  and  accurate  information  with  reference  to 
the  condition  of  the  property  as  it  existed  at  that  date,  regardless  of  all  subse- 
quent changes,  such  as  changes  in  surrounding  circumstances,  in  methods  of 
exploitation,  in  degree  of  utilization,  etc.  The  value  sought  should  be  that 
established  assuming  a  transfer  between  a  willing  seller  and  a  willing  buyer  as 
of  that  particular  date.  No  rule  or  method  of  determining  the  fair  market 
value  of  timber  property  Is  prescribed,  but  the  commissioner  will  give  due 
weight  and  consideration  to  any  and  all  facts  and  evidence  having  a  bearing  on 
the  market  value,  such  as  cost,  actual  sales,  and  transfers  of  similar  properties, 
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market  value  of  stock  or  shares,  royalties  and  rentals,  value  fixed  by  the  owner 
for  purposes  of  the  capital  stock  tax,  valuation  for  local  or  State  taxation, 
partnership  accountings,  records  of  litigation  in  whfch  the  value  of  the  property 
was  in  question,  the  amount  at  which  the  property  may  have  been  inventoried 
hi  probate  court,  disinterested  appraisals  by  approved  methods,  and  other  fac- 
tors. For  depletion  purposes  the  cost  of  the  timber  or  its  fair  market  value  at 
a  specified  date  shall  not  include  any  part  of  the  cost  or  value  of  the  land. 


Section  214(a)  10,  Article  235:  Determination  of  Quantity        1&-19-483. 
of  Timber.  T.  D.  2916. 

The  final  edition  of  Regulations  45  is  amended  by  the  inser- 
tion of  article  235,  as  follows: 

Art.  235.  Determination  of  quantity  of  timber. — Each  taxpayer  claiming  a 
deduction  for  depletion  is  required  to  estimate  with  respect  to  each  separate 
timber  account  the  total  units  (feet  board  measure,  cords,  or  other  units)  of 
timber  reasonably  known  or  on  good  evidence  believed  to  have  existed  on  the 
ground  on  March  1,  1913,  or  on  the  date  of  acquisition  of  the  property,  as  the 
case  may  be.  The  taxpayer,  according  to  his  best  knowledge  and  belief  and  in 
the  light  of  the  most  accurate  and  reliable  information,  will  estimate  the  num- 
ber of  units  of  timber  actually  present  upon  the  specified  date.  This  estimate 
will  state  the  number  of  units  which  would  have  been  found  present  by  a  carefal 
estimate  made  on  the  sfpecifled  date  with  the  object  of  determining  100  per  cent 
of  the  quantity  of  timber  which  Uie  area  would  have  produced  on  that  date  if 
all  of  the  merchantable  timber  had  been  cut  and  utilized  in  accordance  with  the 
standards  of  utilization  prevailing  in  that  region  at  that  time. 

If  subsequently  during  the  ownership  of  the  taxpayer  making  the  return, 
additional  units  of  timber  are  found  to  be  available  for  utilization  as  the  re- 
sult of  the  growth  of  the  timber,  of  closer  utilization  of  the  timber,  of  the 
utilization  of  species  of  trees  not  formerly  utilized,  of  underestimates  of  the 
quantity  of  timber  available  on  the  specified  date,  etc.,  which  were  not  taken 
into  account  in  estimating  the  number  of  units  for  puri)oses  of  depletion,  or 
if  it  shall  be  found  in  the  course  of  operation  that  timber  included  in  the  esti- 
mate is  not  merchantable  as  the  result  of  deterioration  through  rot  or  other- 
wise, or  that  the  original  estimate  was  too  great,  a  new  estimate  of  the  re- 
coverable units  of  timber  (but  not  of  the  cost  or  the  fair  market  value  at  a 
specified  date)  shall  be  made  and  when  made  shall  thereafter  constitute  a  basis 
for  depletion.  In  the  selection  of  the  unit  or  units  of  estimate  the  custom  ap- 
plicable to  the  given  type  of  timber  in  the  given  region  should  be  considered. 


SECTION  214(a)   11— DEDUCTIONS  ALLOWED:  CHARITABLE 

CONTRIBUTIONS. 

1-19-56. 
Section  214(a)  11,  Article  261 :  Charitable  Contribntions.  O.  D.  39. 

Contributions  by  citizens  of  a  city  to  a  fund  raised  for  the  purpose 
of  inducing  an  industrial  plant  to  locate  in  their  city  are  not  aeducti- 
ble  in  calculating  net  incolne  for  income  tax  purposes. 


1-19-61. 

O.  D.  44, 

Contributions  to  the  National  Dry  Federation  are  not  deductible. 


8-19-191. 
S-992. 
Contributions  to  the  Council  of  National  Defense  are  deduct- 
ible for  purposes  of  the  income  tax  by  individuals  both  under  the 
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Bevenue  Act  of  1917  and  the  Revenue  Act  of  1918,  up  to  the  amount 
of  15  per  cent  of  the  net  income  of  the  taxpayer. 


2-19-162. 
O.  D.  104. 

Contributions  made  for  the  purpose  of  purchasing  land  and  im- 
proving same  for  use  as  a  public  park  or  recreation  ground,  which 
IS  to  be  dedicated  as  a  memorial  to  soldiers  and  sailors  who  served  in 
the  late  war,  are  not  deductible  for  income  tax  purposes. 


8-19-192. 
O.  D.  126. 

The  value  of  property  given  by  an  individual  to  a  public  high 
school  for  athletic  purposes  is  not  deductible  in  the  income  tax  return 
of  such  individual. 


(  See  3-19-181,  sec.  218  (b ) ,  art.  77. )  Owner  of  nontax-free  Liberty 
bonds,  making  a  gift  of  the  coupons  attached,  to  an  institution  under 
section  214(a),  11. 


8-19-821. 
S-1052. 

A  contribution  or  ffift  of  money  to  a  board  of  education  of  a 
school  district,  which  nas  been  created  a  body  corporate  by  the  laws 
of  the  State,  is  an  allowable  deduction  in  computing  net  income. 


8-19-322. 
O.  D.  185. 

Proportionate  share  of  contributions  made  by  partnership  to 
charitable  organizations  ma^^  be  claimed  as  deduction  by  individ- 
ual member  to  amount  not  in  excess  of  IS  per  cent  of  taxpayer's 
net  income  computed  without  benefit  of  paragraph  11,  section  214(a), 
Kevenue  Act  of  1918. 


11-19-379. 
O.  D.  217. 

Contributions  to  a  familv  cemetery  corporation  organized 
under  the  laws  of  the  State  oi  New  York  are  not  allowable  deduc- 
tions. 


(See  20-19-511,  sec.  219,  art.  341.)  Deductibility  by  an  estate  or 
trust  of  income  set  aside  for  a  charitable  corporation  not  yet  in 
operation. 

~  23-19-546. 

S-1176. 
Contributions  or  gifts  for  the  support  of  an  association  organ? 
ized  and  operated  exclusively  for  the  purpose  of  giving  musical  con- 
certs, the  programs  being  of  an  educational  character,  and  no  part 
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of  the  net  earnings  under  its  charter  inuring  to  the  benefit  of  any 
private  stockholder  or  individual,  are  deductible,  within  the  limite 
prescribed  by  the  statute,  in  ascertaining  the  net  income  of  the  donor. 
(Also  sec.  231,  art.  617.) 


24-19-566. 
O.  D.  299. 
Premiums  paid  on  a  life  insurance  policy  are  allowable  deduc- 
tions from  gross  income  when  the  beneficiary  is  a  charitable  corpora- 
tion exempt  from  tax,  provided  the  beneficiary  named  can  not  be 
changed  at  the  option  of  the  insured  and  the  sum  of  the  annual  pre- 
mium plus  other  allowable  charitable  contributions  does  not  exceed 
16  per  cent  of  the  taxpayer's  net  income. 


26-19-590. 
A.  E.  M.  2. 

Pew  rents  and  so-called  assessments  and  dues  paid  to  churches 
are  to  be  regarded  as  "contributions"  within  the  meaning  of  sec, 
214(a)  II,  Revenue  Act  of  1918. 

27-19-602. 
S-1202. 

Contributions  made  to  a  fund  established  for  the  pensioning 
of  members  of  a  municipal  police  force,  where  such  fund  is  in  control 
of  a  committee  constituted  by  law,  are  contributions  to  charity  within 
the  meaning  of  section  214(a),  paragraph  11,  of  the  Revenue  Act  of 
1918,  and  are  deductible  in  computing  the  net  income  of  the  persons 
making  such  contributions. 

30-19-641. 
O.  D.  345. 

An  association  incorporated  imder  the  laws  of  Porto  Rico  for  the 
purpose  of  soliciting  and  obtaining  donations  to  be  used  in  recon- 
struction work  and  for  charitable  purposes  in  portions  of  Porto  Kico 
devastated  by  earthquake  and  tidal  wave  is  held  to  be  an  association 
organized  and  operated  exclusively  for  charitable  purposes. 

Contributions  to  such  an  association  by  individuals  are  deductible 
in  income  tax  returns  which  are  subject  to  lurisdiction  of  the  Bureau 
of  Internal  Revenue  to  the  extent  provided  in  section  214(a)  11, 
Revenue  Act  of  1918.  Contributions  by  corporations  to  such  an 
association  are  not  deductible. 

Income  tax  returns  filed  in  Porto  Rico  are  beyond  the  jurisdiction 
of  the  Bureau  of  Internal  Revenue. 


SECTION  214(a)  12— DEDUCTIONS  ALLOWED:  LOSS  IN  INVENTORY. 

Section  214(a)  12,  Article  261:  Losses  in  Inventory  and  S-IQ-Si^- 

from  Bebates.  O.D.186. 

Claims  for  losses  in  inventories  of  the  taxable  year  1918  are  to 
embrace  all  items  of  the  taxpayer's  inventories,  so  that  gains  made  in 
any  sales  of  certain  items,  or  classes  of  goods,  will  be  used  to  offset 
losses  in  others,  and  the  net  result  as  to  the  entii'e  inventory  deter- 
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mined.  If  the  final  computation  shows  a  net  gain  over  all  inventory 
items  sold,  no  daim  for  loss  in  any  {^articular  item  or  items  will  he 
sustained. 

8-19-193. 
T-  B.  R.  10. 

In  the  case  of  a  taxpayer  making  a  return  for  a  jQscal  year 
beginning  in  1917  and  ending  in  1918,  sections  214(a)  12  and  234(a) 
14,  relating  to  loss  in  inventory,  apply  to  the  computation  of  the 
tax  under  the  Revenue  Act  of  1916  and  the  Revenue  Act  of  1917  at 
the  1917  rates,  as  well  as  to  the  computation  under  the  act  of  1918 
at  the  1918  rates. 


5-19^251. 
T.  B.  R.  15. 

Goods  ordered  in  1918  and  delivered  in  1919,  where  title  has 
not  passed  until  subsequent  to  the  close  of  the  taxable  ^ear  1918,  can 
not  be  included  in  the  1918  inventory,  and  any  loss  realized  upon  such 
transactions  are  losses  of  the  taxable  year  1919. 


17-19-471. 
O. D.  263. 

Shrinkage  in  inventory  values  sustained  during  1919  by  a  part- 
nership business  which  prior  to  November  4,  1918,  was  oi)erated 
as  a  corporation  may  not  be  taken  as  a  deduction  from  the  net  income 
of  the  corporation  for  the  taxable  year  1918.  The  change  from  corpo- 
ration to  partnership  precludes  the  individual  taxpayer  from  charg- 
ing any  net  losses  against  the  former  corporation  taxpayer  as  such, 
even  though  the  individual  partners  were  stockholders  oi  the  former 
corporation.     (Also  sec.  234(a)  14,  art.  561.) 


28-19-614. 
Section  214(a)  12,  Article  262:  Loss  from  Eebates.  A.  R.  M.  4. 

Rebates  actually  paid  after  the  close  of  the  taxable  year,  other 
than  those  paid  in  pursuance  of  contracts  entered  into  during  such 
year  upon  sales  made  during  such  year,  are  not  allowable  deductions 
under  section  214(a)  12,  Revenue  Act  of  1918. 


Section  214(a)  12,  Article  263:  Loss  in  Inventory.  O.  D.  4?! 

In  fixing  the  cost  of  the  manufactured  articles  inventoried,  all  of 
the  costs  of  manufacture  applicable  to  the  particular  article  may 
be  taken  into  consideration,  but  no  claim  will  be  allowed  for  specu- 
lative or  anticipated  profits.  No  claim  should  be  made  for  the  loss  of 
an  anticipated  profit  on  labor  or  material  used  in  producing  the 
articles. 

12-ia-402. 
T.  B.  M.  52. 

An  inventory  loss  can  not  be  proven  by  evidence  showing  that  a 
loss  has  been  sustained  in  respect  of  a  part  of  the  inventory^  with- 
out showing  that  the  amount  of  tiie  loss  for  which  the  claim  has 
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been  filed  has  not  been  offset  by  profits  made  on  the  remainder  of  the 
inventory.  "  Temporary  fluctuq-tion,"  as  used  in  the  statute,  means  a 
fluctuation  in  prices,  which  does  not  develop  into  a  steady  settled 
market.    (Also  sec.  214(a)  12,  art.  267.) 


Section  214(a)  12,  Article  266 :  Claims.  T.  B.  B.  9. 

A  tajqpayer  filing  a  claim  for  abatement  for  loss  in  inventory 
should  be  required  to  base  his  claim  in  good  faith  upon  all  the  infor- 
mation available  to  him  at  the  time  of  filing  his  return  for  the 
taxable  year  1918. 

6-19^-275. 
O.  D.  164. 

In  case  a  taxpayer  filed  claim  for  abatement  based  on  fact  that 
he  has  sustained  substantial  loss  from  reduction  in  value  of  inven- 
tory, bond  having  been  furnished,  payment  of  second  installment 
of  tax  should  be  based  upon  the  tax  computed  on  an  amount  of 
net  income  remaining  after  deducting  therefrom  amount  represented 
by  the  claim.  ^  Abatement  claims  may  be  supplemented  by  support- 
ing data  relative  to  inventory  pending  consideration  of  claim. 


Sectioii  214(a)  12,  Article  268:  Effect  of  Claim  in  11-19-880. 

Abatement.  O.  D.  218. 

Where  a  partnership  desires  to  avail  itself  of  the  provisions  of 
section  214(a)  12,  and  section  234 fa)  14  of  the  Revenue  Act  of  1918, 
it  is  necessary  for  each  member  oi  the  partnersMp  to  file  a  separate 
claim  in  abatement  with  respect  to  the  tax  asses^d  a^inst  his  pro 
rata  share  of  the  profits  of  the  firm.  Each  partner  will  also  be  re- 
quired to  furnish  a  separate  bond  in  the  requisite  amoimt  as  required 
by  article  268  of  the  Kegulations.     (Also  sec  218,  art  821.) 


21-19-525. 
T.  D.  2925. 

Bonds  under  sections  214(a)  (12),  234(a)  (14),  and  1320  of  the 
Revenue  Act  of  1918. 

The  bond  executed  on  Form  1124,  pursuant  to  article  268  of  Ref- 
lations No.  45,  together  with  the  abatement  claim,  should  be  :&r- 
warded  bv  the  coflector  to  the  Commissioner  of  Internal  Revenue. 
When  he  has  approved  the  bgnd  he  will  cause  it  to  be  attached  to  the 
abatement  claim. 

In  case  the  claimant,  in  accordance  with  the  provisions  contained 
in  section  1320  of  the  Revenue  Act  of  1918,  elects  to  offer,  in  lieu  of 
the  surety  or  sureties  provided  for  on  Form  1124,  United  States  Lib- 
erty bonds  or  other  bonds  of  the  United  States  as  security,  he  should 
execute  in  duplicate  a  bond  and  agreement  on  Form  1124a.  The 
original  should  accompany  the  United  States  bonds  offered  as  secur- 
ity; the  duplicate  should  be  forwarded  by  the  collector  with  the 
abatement  claim  to  the  commissioner.  If  such  bond  and  agreement  is 
executed  by  a  corporation  a  duly  certified  copy  of  the  resolution  of 
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the  board  of  directors  authorizing  the  execution  should  be  attached. 
The  United  States  Liberty  bonds  or  other  bonds  of  the  United  States 
offered  as  security  shall  at  their  par  value  be  not  less  than  the  amount 
of  the  penal  sum  of  ttie  bond  executed  on  Form  1124a,  which  shall  be 
in  double  the  amount  of  the  tax  covered  by  the  abatement  claim..  The 
bonds  so  offered  as  security  must  be  delivered  to  the  Commissioner  of 
Internal  Revenue  at  the  obligor's  risk  and  expense.  Registered  bonds 
so  offered  as  security  must  be  re^tered  in  the  name  of  the  obligor 
and  duly  assigned  to  the  Commissioner  of  Internal  Revenue  at  or 
before  the  date  of  deposit  with  the  commissioner. 

The  Commissioner  of  Internal  Revenue  will  issue  a  receipt  in  dupli- 
cate for  United  States  bonds  so  deposited  with  him  as  security,  the 
original  of  the  receipt  to  be  given  to  the  obligor  and  the  duplicate  to 
be  retained  bv  the  commissioner  for  his  files. 

Bonds  pf  the  United  States  shall  be  returned  to  the  obligor  as  soon 
as  the  security  for  the  performance  of  such  penal  bond  is  no  longer 
necessary.     (Also  sec.  1320.) 


SECTION  215— ITEMS  NOT  DEDUCTIBLE. 

2O-l&-50r. 
Section  215(a),  Artiole  291:  Personal  and  Family  Expenses.    O.  D.  275. 

Sums  paid  to  a  wife  under  terms  of  a  marriage  agreement  are 
considered  payments  in  discharge  of  a  personal  obligation  of  the 
husband  and  are  not  deductible  in  computing  his  net  income  subject 
to  tax. 


Section  215,  Article  292 :  Traveling  Expenses. 

(See  8-1^-317 ;  sec.  214(a)  1,  art.  101.)    Cost  of  transportation  paid 
by  salaried  employee  going  to  and  from  business. 


1-19-65. 
Section  215,  Article  294:  Freminms  on  Business  Insurance.  O.  D.  48. 

Where  an  insurance  policy  is  taken  out  by  a  wife  on  the  life 
of  her  husband  and  she  pays  the  premiums  thereon  and  becomes  the 
beneficiary  in  the  event  of  the  husband's  death,  the  amoimt  of  such 
premiums  may  not  be  deducted. 


13_19-422. 
O.  D.  243. 

Premiums  paid  by  a  partnership  for  accident  and  health  insur- 
ance policies  covering  the  lives  oi  the  individual  partners  are  not 
deductible  from  gross  income  of  the  partnership. 


SECTION  2ie-<::REDITS  ALLOWED. 

6-19-262. 
Section  216,  Article  301 :  Credits  Against  Net  Income.  T.  B.  M.  21. 

Any  amount,  however  large,  received  as  dividends  from  a  for- 
eign corporation  taxable. upon  income  derived  from  sources  within 
the  United  States,  however  small  such  income  may  be,  is  exempt  from 


64  INCOME  TAX  DiaSSTS. 

the  normal  tax  under  section  216(a),  or,  in  case  the  recipient  is  a 
corporation,  under  section  234  (a)  6. 


(See  28-19-^12;  sec.  213  (b),  art.  84.)     Dividends  from  corpora- 
tions having  income  exempt  under  sec.  213(b) 7. 


Section  216(c),  Article  302:  Personal  Exemption  of  Head  of  Family, 

(See  3-1^184,  sec.  213(b),  art.  86.)     Exemption  for  men  in  mili- 
tary service. 


4-19-220. 
Section  216,  Article  304 :  Credit  for  Dependents.  O.  D.  139. 

An  American  citizen  may  claim  the  credit  for  dependents  irre- 
spective of  the  nationality  or  place  of  residence  of  the  dependents. 


Section  216,  Article  806:  Credits  to  ITonresident  Alien  1-19-66. 

Individnals.  0-785. 

Where  a  nonresident  alien  taxpayer  becomes  a  citizen  or  resi- 
dent of  the  TTnited  States  during  the  taxable  year,  he  is  taxable  for 
the  entire  year  upon  income  derived  from  all  sources.  Law  Opinion 
No.  752  revoked.    (Also  sec.  210,  arts.  3  and  4.) 


Section  216,  Article  307 :  When  ITonresident  Alien  Indi-  2-19-153. 

vidnal  Entitled  to  Personal  Exemption.  &-969. 

Where  a  country  unposes  an  income  tax  but  does  not  levy  a 
tax  on  income  derived  from  sources  therein  by  citizens  of  the  United 
States,  a  citizen  of  such  country  who  is  a  nonresident  of  the  United 
States  is  entitled  to  claim  the  credits  provided  for  in  paragraphs  (c) 
and  (d)  of  section  216  of  the  Bevenue  Act  of  1918  m  preparing  a 
return  of  income  derived  from  sources  within  the  United  States. 


2-19-154. 
O.  D.  106. 

An  alien  leaving  the  United  States  prior  to  end  of  a  taxable 
year,  if  entitled  to  any  personal  exemption,  may  claim  the  fuU 
amount  of  such  exemption  for  the  entire  taxable  year. 


15-19-446. 
O.  D.  253. 

In  order  that  a  nonresident  alien  may  prove  that  his  country 
satisfies  the  similar  credit  requirement  of  the  income-tax  law,  he 
should  submit  to  the  commissioner  a  copy  of  the  income-tax  laws  of 
his  native  country,  or  an  official  communication  from  an  accredited 
diplomatic  representative  of  such  country,  showing  that  the  country 
imposes  no  income  tax,  or  in  doing  so  grants  similar  credits  required 
by  statute. 


\ 
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2(>-l»-610. 
0.  D.  277. 

Under  Royal  Decree  promulgated  by  the  Greek  Goyemment 
January  21,  1919,  no  discrimination  is  made  against  American  citi- 
zens, resident  or  nonresident,  consequently  subjects^  of  that  country 
who  are  nonresident  aliens  as  to  the  Unitea  States  will  be  allowed  the 
benefit  of  personal  exemption  and  credits  for  dependents  in  com- 
puting their  income  tax  liabilities  to  the  United  States. 


20-19-508. 
T. D.  2922. 

The  final  edition  of  Begulations  45  is  amende<f  by  changing  article 
307  to  read  as  follows : 

Art.  307.  When  nonresident  alien  individnal  entitled  to  personal  exemption: 

(a)  The  foUowing  Is  an  Incomplete  list  of  countries  which  either  impose  no 
income  tax  or  in  imposing  an  income  tax  aUow  both  a  personal  exemption  and 
a  credit  for  dependents  wMch  satisfy  the  similar  credit  requirement  of  the 
statute:  Argentina,  Belgium,  Bohemia,  Bolivia,  Bosnia,  Brazil,  Bukowina,  Can- 
ada, Garlnthia,  Oamlola,  China,  Chile,  Cuba,  Dalmatia,  Denmark,  Ecuador, 
Egypt,  Prance,  GaUcia,  Goritz,  Gradisca,  Herzegovina,  Istria,  Lower  Austria, 
Mexico,  Montenegro,  Moravia,  Morocco,  Newfoundland,  Nicaragua,  Norway, 
Panama,  Paraguay,  Persia,  Peru,  Portugal,  Roumania,  Russia  (including  Poles 
owing  allegiance  to  Russia),  Salzburg,  Santo  Domingo,  Serbia,  Siam,  Silesia, 
Styria,  Spain,  Trieste,  Tyrol,  Upper  Austria,  Union  of  South  Africa,  Venezuela. 

(b)  The  following  is  an  incomplete  list  of  countries  which  In  imposing  an 
income  tax  allow  a  personal  exemption  which  satisfies  the  similar  credit  require- 
ment of  the  statute,  but  do  not  idlow  a  credit  for  dependents:  Bachka,  Banat 
of  Temesvar,  Croatia,  Salvador,  India,  Italy,  Slavonia,  Slovakia,  Transylvania. 

(c)  The  foUowlng  is  an  incomplete  list  of  countries  which  in  imposing  an  income 
tax  do  not  allow  to  citizens  of  the  United  States  not  residing  in  such  country 
either  a  personal  exemption  or  a  credit  for  dependents  and,  therefore,  fall 
entirely  to  satisfy  the  similar  credit  requirement  of  the  statute:  Australiat 
Costa  Rica,  Great  Britain  and  Ireland,  Japan,  the  Netherlands,  New  Zealand, 
Sweden.  The  former  names  of  certain  of  these  territories  are  here  used  for 
convenience,  in  spite  of  an  actual  or  possible  change  in  name  or  sovereignty. 
A  nonresident  aUen  Individual  who  is  a  citizen  or  subject  of  any  country  in  the 
first  list  is  entitled  for  the  purpose  of  the  normal  tax  to  such  credit  for  a  per- 
sonal exemption  and  for  dependents  as  his  family  status  may  warrant.  If  he  is 
a  citizen  or  subject  of  any  country  in  the  second  list  he  is  entitled  to  a  credit 
for  personal  exemption,  but  to  none  for  dependents.  If  he  is  a  citizen  or 
subject  of  any  country  in  the  third  list  he  is  not  entitled  to  credit  for  either 
a  personal  exemption  or  for  dependents.  If  he  is  a  citizen  or  subject  of  a  coun- 
try which  is  in  none  of  the  lists,  then  to  secure  credit  for  either  a  personal 
exemption  or  for  dependents  he  must  prove  to  the  satisfaction  of  the  commis- 
sioner that  his  country  does  not  impose  an  Income  tax  or  that  in  Imposing  an 
income  tax  it  grants  the  similar  credit  required  by  the  statuta 


24-19-667. 
O.  D.  300. 

Since  the  royal  decree  of  the  Greek  Government  allowing  simi- 
lar exemption  to  American  citizens  was  not  promulgated  until  Janu- 
ary 21, 1919,  the  benefit  of  personal  exemption  and  credits  is,  there- 
fore, only  extended  to  subjects  of  Greece,  who  are  nonresident  aliens 
as  to  the  United  States,  for  the  taxable  year  1919  and  subsequent 
years. 

157303—20 5 


66  INCOME  TAX  DIGESTS. 


24-19-568. 
O.  D.  801. 

Article  307  applies  only  to  W18  and  subsequent  years  and  has 
no  application  to  the  income  tax  of  nonresident  aliens  for  the  year 
1917. 

27-19-603. 
O.  D.  322. 

Subjects  of  Luxemburg  who  are  nonresident  aliens  as  to  the 
United  States  may  claim  the  benefit  of  personal  exemption  and  credit 
for  dependents  in  computing  income-tax  liability  to  the  United  States, 
since  liuxemburg  imposes  an  income  tax  but  allows  similar  credits 
to  nonresident  alieAs. 


30-19-642 
O.  D.  346 
The  right  of  a  nonresident  alien  as  to  the  United  States  to  per- 
sonal exemption  and  credit  for  dependents  is  contingent  primarily 
'on  his  citizenship.  For  example,  a  native-bom  Russian,  especially 
one  who  has  been  living  in  the  United  States  for  a  number  of  years, 
would  still  be  regarded  by  this  country  as  a  citizen  of  Russia.  This 
is  rebuttable,  however,  by  evidence  of  citizenship  in  Poland;  and  if 
an  individual  has  in  fact  become  a  citizen  of  the  new  State,  inas- 
much as  Poland  is  not  included  in  the  countries  enumerated  in 
Treasury  Decision  2922,  it  will  be  necessary  for  him  to  comply  with 
the  requirements  of  the  last  sentence  of  that  decision,  in  order  to 
secure  the  benefit  of  the  exemptions  provided. 


31-19-648. 

O.  D.  350. 

Switzerland  imposed  no  income  tax  for  the  years  1918  and  1919. 

Citizens  of  Switzerland  who  are  nonresident  aliens  as  to  the  United 

States  will  be  permitted  to  claim  the  personal  exemption  and  credit 

for  dependents  provided  in  section  216,  Revenue  Act  of  1918,  in 

computing  .their  income  tax  liability  to  the  United  States  for  those 

I  years. 

SECTION  217— NONRESIDENT  ALIENS— ALLOWANCE  OF  DEDUC- 

TIONS  AND  CREDITS. 

Section  217,  Article  312:  Who  is  a  Konrerident  Alien  3-19-175. 

Individual.  O.  D.  117. 

A  nonresident  alien  who  has  served  in  the  United  States  Army 
for  a  period  of  one  year  is  considered  a  resident  of  the  United  States 
for  income  tax  purposes  and  is  entitled  to  the  same  credits  as  to 
exemption  as  a  citizen  of  the  United  States. 


9-19h842. 

O.  D.  197. 

If  an  alien  has  been  residing  in  the  United  States  for  as  much 

as  one  year  there  is  a  presumption  that  such  alien  is  a  resident  of  the 

United  States  and  this  presumption  will  be  indulged  for  purposes  of 
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income  taxes  in  the  absence  of  known  facts  showing  that  the  alien  ia, 
in  fact,  a  transient.  A  year's  presence  ia  the  United  States  by  an 
alien  does  not,  however,  establish  residence  beyond  a  doubt.  It 
merely  raises  a  presumption  of  residence  which  may  be  rebutted  by 
any  proper  evidence  showing  that  the  alien  is,  in  fact,  a  transient; 
that  IS,  a  nonresident. 


O.  D.  198. 

The  members  of  families  of  foreign  ambassadors  and  ministers 
occupy  the  'status  of  nonresident  aliens  for  income-tax  purposes. 


Section  217,  Article  312(a):  Alien  Seamen:  When  to  8-19-824. 

be  Begarded  as  Besidents.  T.  D.  2869  (2) . 

T.  D.  2869  adds  article  312(a)  to  Begulations  45,  as  follows: 

Art  812a.  Allen  seamen,  when  to  be  regarded  as  residents. — ^In  order  to 
determine  whether  an  alien  seaman  is  a  resident  within  the  meaning  of  the 
income-tax  law,  It  is  necessary  to  decide  whether  the  presumption  of  non- 
residence  is  overcome  by  facts  showing  that  he  has  established  a  residence 
In  the  territorial  United  States,  which  consists  of  the  States,  the  District  of 
Colombia,  and  the  Territories  of  Hawaii  and  Alaska,  and  excliides  other  places. 
Residence  may  be  established  on  a  vessel  regularly  engaged  .in  coastwise  trade, 
but  the  mere  fact  that  a  sailor  makes  his  home  on  a  vessel  flying  the  United 
States  flag  and  engaged  in  foreign  trade  is  not  sufficient  to  establish  residence 
in  the  United  States,  even  though  the  vessel,  while  carrying  on  foreign  trade, 
touches  at  American  ports.  An  alien  seaman  may  acquire  an  actual  residence 
in  the  territorial  United  States,  within  the  rules  laid  down  In  article  812, 
although  the  nature  of  his  calling  requires  him  to  be  absent  from  the  place 
where  his  residence  is  established  for  a  long  period.  An  alien  seaman  may 
acquire  such  a  residence  at  a  sailor's  boarding  house  or  hotel,  but  such  a  claim 
should  be  carefully  scrutinized  In  order  to  make  sure  that  such  residence  is 
bona  fide.  The  filing  of  Form  1078,  revised,  or  taking  out  first  citizenship 
papers,  is  proof  of  residence  in  the  United  States  from  the  time  the  form  is 
filed  or  the  papers  taken  out,  unless  rebutted  by  other  evidence  showing  an 
intention  to  be  a  transient.  The  fact  that  a  head  tax  has  been  paid  on  behalf 
of  an  alien  seaman  entering  the  United  States  is  no  evidence  that  he  has  ac- 
quired residence,  because  the  head  tax  Is  payable  unless  the  alien  who  is  enter- 
ing the  country  is  merely  In  transit  through  the  countir.  An  alien  may  remain 
a  nonresident  although  he  is  not  In  transit  through  the  country.  As  to  when 
the  wages  of  alien  seamen  are  subject  to  tax  see  article  92a. 


26-19-591. 
O.  D.  316. 

The  term  "foreign  trade,"  as  used  in  Treasury  Decision  2868, 
mcludes  the  transportation  upon  the  high  seas  ot  passengers  and 
freight  between  the  United  States  and  foreign  countries. 


Section  217,  Article  315 :  Duty  of  Employer  to  Determine  Status  of 
Employee. 

(See  7-19-298,  sec.  221,  art,  861.)     Claim  for  personal  exemption 
by  nonresident  alien. 
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O.  D.  50. 

If  an  officer  qualified  to  administer  oaths  is  not  reasonably 
accessible,  Form  1078  will  be  accepted  if  signed  in  the  presence  of 
an  official  of  the  employer  ccmipany  under  whose  supervisicm  the 
employee's  duties  are  performed,  ana  one  other  credible  witness. 


3-19-195. 

O.  D.  m. 

The  pay  rolls  of  an  employer  may  be  accepted  as  written 
evidence  of  an  employee's  continuous  residence  in  the  United  States, 
thereby  establishing  his  status  as  a  resident  alien,  unless  the  em- 
ployer knows  that  tne  employee  does  not  intend  to  remain  here  per- 
manently. When  an  employer  determines  that  his  employee  is  a 
resident  alien,  such  employee  is  not  required  to  file  a  personal  return, 
unless  his  net  income  amounts  to  or  exceeds  $1,000  or  $2,000  as  in 
the  case  of  citizens  of  the  United  States. 


3-19-196. 
O.  D.  128. 

If  a  bona  fide  declaration  on  Form  1078  or  its  equivalent  is 
filed  by  an  alien  with  his  employer  on  or  before  the  last  day  of  the 
taxable  year  of  the  alien,  the  employer  may  refund  the  entire  amount 
of  tax  withheld  during  the  year  prior  to  the  filing  of  such  declara- 
tion and  the  employee  will  then  be  liable  for  the  entire  tax  due  upon 
his  net  income  lor  such  period.     (Also  sec.  221,  art.  372.) 


1&-19-447. 
O.  D.  254. 

The  fact  that  an  alien  has  been  employed  by  a  resident  cor- 
poration for  at  least  three  months  is  not  ipso  facto  sufficient  to  per- 
mit the  employer  to  refund  the  amount  of  any  tax  withheld.  Fornis 
1115  and  1078  should  be  filed  by  resident  or  nonresident  aliens  in 
order  to  secure  refund. 


24r-19-669. 
O.  D.  302. 
Any  income  tax  withheld  during  the  calendar  year  from  the 
wages  paid  to  an  alien  employee,  which  has  not  been  paid  over  to  the 
Government,  should  be  refunded  to  such  alien  employee  upon  the 
establishment  of  residence  by  the  execution  and  filing  of  Form  1078 
with  his  employer.  As  a  condition  precedent,  the  employer  should 
require  the  employee  to  return  the  receipts  showing  the  amount  of' 
tax  previously  withheld  before  making  the  refund. 
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SECTION  218— PARTNERSHIPS  AND  PERSONAL-SERVICE  COR- 
PORATIONS. 

Section  218,  Article  321 :  Partnerships.  7-19-294. 

T.  D.  2858. 

TAXABILITY   OF   INCOME   DERIVED    FROM    OR   THROUGH    PARTNERSHIP. 

A  member  of  a  partnership  need  not  include  as  a  part  of  his  net 
income  subject  to  normal  tax  such  of  his  income  derived  from  or 
through  a  partnership  as  has  been  received  by  the  partnership  in 
the  shape  of  dividends  on  stocks  owned  by  it  in  corporations  taxable 
upon  their  net  income. 

The  law  is  so  framed  as  to  deal  with  the  gains  and  profits  of  a 
partnership  as  if  they  were  the  gains  and  profits  of  the  individual 
partners. 

(See  6-19-270,  sec.  213,  art.  72.)  Partnership  beneficiary  of  life 
insurance  policy. 


(See  11-19-380,  sec.  214(a)  12,  art.  268.)     Clahn  in  abatement  by 
partnership  on  account  of  loss  in  inventory. 


25-19-585. 
O.  D.  311. 

A  foreign  partnership  is  liable  for  tax  under  the  1917  act  on 
the  entire  amount  of  profit  derived  from  the  sale  of  goods  through 
its  branch  office  or  through  its  agencies  in  the  United  States.  The 
basis  of  computation  of  profits  should  be  the  difference  between  the 
cost  of  the  goods  sold  through  its  branch  office  or  agent  in  the  United 
States  and  the  price  received  therefor  and  not  merely  the  amount 
disclosed  by  the  nooks  of  the  branch  office  in  the  United  States. 


8-19-197. 
Section  218,  Article  322 :  Distribntiye  Shares  of  Partners.  0-816. 

Where  a  fiscal  year  of  a  partnership  has  once  been  established 
neither  the  partnership  nor  ite  members  will  be  permitted  to  make 
returns  covering  a  period  of  more  than  12  months. 

Where  a  partnership  distributes  any  part  of  its  assets  in  kind, 
and  a  partner,  in  lieu  of  an  undivided  fractional  interest  in  the 
whole,  receives  a  full  interest  in  a  certain  part  of  the  assets  dis- 
tributed, such  a  change  in  interest  does  not  constitute  a  closed  trans- 
action reflecting  gain  or  loss. 

A  gain  derived  or  a  loss  sustained  by  a  partner  by  reason  of  the 
sale  or  other  disposition  of  assets  distributed  in  kind  by  the  part- 
nership before  the  end  of  its  taxable  year  should  be  returned  by  the 
individual  partner  for  the  taxable  year  in  which  such  gain  was  ac- 
tually derived  or  the  loss  actually  sustained,  and  the  basis  of  com- 
puting such  gain  or  loss  is  the  difference  between  the  cost  of  the 
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assets  to  the  partnership  and  the  price  or  value  realized  when  sold 
or  otherwise  oisposed  of  by  the  partners. 

The  distributive  share*  of  the  individual  partners,  whether  dis- 
tributed or  not,  of  the  net  income  of  the  partnership  for  its  taxable 
year,  and  any  gains  or  profits  distributed  by  the  partnership  prior 
to  the  close  of  its  taxable  year,  should  be  returned  as  income  for 
that  taxable  year  of  the  partners  within  which  such  taxable  year 
of  the  partnership  ends. 

4-19-221. 
O.  D.  140. 

Income  from  a  particular  source  can  not  be  allocated  to  one  partner 
of  a  partnership  for  income  tax  purposes,  but  must  be  divided  pro 
rata  among  the  several  partners. 


(See  3-19-182,  sec.  213(b),  art.  86.)  Member  of  partnership, 
turning  over  to  partnership  compensation  received  by  him  for 
services  in  the  military  forces  of  united  States,  may  in  reporting 
his  distributive  share  of  the  partnership's  income  exclude  an  amount 
equal  to  the  sum  received  for  militant  services  turned  over  to  the 
partnership. 

8-19-325. 
O.D.187. 

In  case  two  distinct  partnerships  entered  into  single  venture 
under  agreement  to  terminate  in  two  jears  no  part  of  pront  to  be  dis- 
tributable or  drawings  allowed  during  that  period  and  any  profit 
to  be  held  intact  until  latter  part  of  1919,  amount  of  profit  realized 
and  determinable  each  taxable  year  should  be  reported  proportion- 
ately in  respective  returns  of  partnerships  regardless  of  agreement. 
Individual  members  of  each  partnership  subject  to  tax  upon  pro 
rata  share  of  profit,  even  though  actual  distribution  is  postponed 
until  termination  of  agreement. 


(See  10-19-354,  sec.  202,  art.  1670.)     Distribution  of  profits  in 
securities  at  less  than  cost  to  partnership. 


(See  20-19-505,  sec.  213,  art.  54.)     Assignment  of  partnership 
profits  to  be  earned  in  the  future. 


22-19-536. 
T.  B.  B.  64. 

An  individual  partner  must  report  for  taxation  as  income  of 
the  year  in  which  the  partnershipj  profits  were  accumulated  his  dis- 
tributive share  of  such  partnership  net  profits,  whether  distributed 
or  otherwise,  except  that  where  the  accounting  i)eriod  of  tiie  part- 
nership and  the  individual  partner  do  not  coincide,  the  individual 
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partner  shall  include  in  his  net  income  his  distributive  share  of  the 
partnership  net  profits  determined  at  the  close  of  any  accoimting 
period  ending  during  his  taxable  year. 


Section  218,  Article  330:  Distribntiye  Shares  of  Stock-  4^19-222. 

holders  in  Personal-Service  Corporation.  O.  D.  141. 

A  stockholder  of  a  personal-service  corporation  having  reported 
in  his  individual  return  for  the  taxable  year  his  distributive  share 
of  the  undistributed  net  income  of  the  corporation  for  such  tax- 
able year  should  not  again  report  such  income  when  it  is  actually 
received  in  a  subsequent  year,  neither  will  it  be  necessary  to  make 
any  notation  respecting  such  profits  in  the  return  for  the  subsequent 
year. 


SECTION  219— ESTATES  AND  TRUSTS. 

1-19-70. 
Section  219,  Article  341 :  Estates  and  Trusts.  O.  D.  51. 

Amounts  paid  by  an  executor  of  an  estate  out  of  his  personal 
funds  in  discharge  of  obligations  of  the  estate,  such  amounts  being 
credited  against  the  executor's  liability  for  interest  to  the  estate,  are 
nevertheless  income  to  the  estate  to  the  extent  that  the^  represent 
interest  accrued  since  the  death  of  the  testator  on  obligations  of  the 
executor  to  the  estate. 


3-19-198. 
O.  D.  129. 

If  securities  held  in  trust,  the  income  from  which  is  payable 
to  individual  beneficiary,  are  sold  at  a  profit,  the  amount  received 
in  excess  of  appraised  value  of  securities  at  death  of  testator  subse- 
quent to  March  1,  1913,  or  fair  market  value  as  of  that  date  if  de- 
cedent died  prior  to  March  1, 1913,  represents  income  to  be  accounted 
for  by  trustee  on  Form  1040.    (Also  sec.  202,  art.  1562.) 


7-19-297. 
O.  D.  174. 

A  trustee  in  bankruptcy  is  required  to  file  a  return  of  net  income 
for  the  bankrupt's  estate  if  the  net  income  exceeds  the  specific  exemp- 
tion of  $1,000. 

The  bankrupt  individual  is  required  to  file  a  return  accounting  for 
his  individual  earnings,  but  is  entitled  to  the  exemptions  provided 
in  section  216  of  the  Kevenue  Act  of  1918.  (Also  art.  346 ;  sec.  225, 
art  421;  and  sec.  223,  art.  401.) 


(See  10-19-351,  sec.  1,  art.  1504.)     When  trusts  are  not  associa- 
tions. 


(See  18--19--419,  sec.  214ra)  3,  art.  134.)     Deductibility  of  Federal 
estate  tax  in  ascertaining  tne  net  income  of  estatea 
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(See  14r-ld-483,  sec,  213(b),  art.  84.)     Income  from  trust  fund 
held  by  a  city  for  charitable  purposes. 


20-19-^11. 
O.  D.  218. 

When  under  the  terms  of  a  will  or  trust  deed  income  is  to  be 
paid  to  or  permanently  set  aside  for  a  corporation  or  association  of 
the  kind  described  in  section  231  (6^  of  the  statute,  such  income 
is  not  deductible  from  ^ross  income  m  the  returns  oi  the  estate  or 
trust  where  the  corporation  has  received  its  charter  but  has  not  been 
completely  organized  or  which  has  not  begun  to  operate  sufficiently 
to  establish  that  it  is  exempt  from  the  tax.  Such  income  will  be 
taxable  to  the  estate  or  trust  as  an  entity.    (Also  sec.  214,  art  251.) 


(See  23-19-547,  sec.  225,  art  425.)     Ancillary  executor  to  make 
return. 


26-19-592. 
O.  D.  316. 
Where  the  same  trustee  is  designated  in  a  will  to  administer  sev- 
eral trusts,  the  accumulated  income  of  each  separate  trust  will  be 
taxable  as  an  entity,  not  the  income  of  the  trusts  combined. 


Section  219,  Article  342:  Estates  and  Trusts  Taxed  to  11-19-382. 

Fiduciary.  S-lOSa 

Where  the  income  of  a  trust  fund  is  payable  only  in  the  discretion 
of  the  trustees,  such  income  as  the  trustees  in  their  discretion  distrib- 
ute to  the  beneficially  during  the  years  1916  or  1917,  is  taxable  to  the 
recipient  personally  (act  of  Sept.  8,  1916,  sec.  2(b)).  Such  income, 
however,  as  is  received  in  1918  or  later  years  by  the  trust  estate  is 
taxed  to  the  trustees  irrespective  of  the  exercise  of  their  discretion. 


16-19-462. 
T.  B.  K.  47. 

Income  of  an  estate  during  the  jjeriod  of  administration  which  is 
not  paid  or  credited  to  the  beneficiary  is  taxable  to  the  estate  even 
though  such  beneficiary  was,  as  a  matter  of  law,  entitled  to  be  paid 
or  credited  with  such  income  during  that  year. 


Section  219,  Article  843 :  Decedent's  Estate  During  Ad-  1-19-71. 

ministration.  O.  D.  52. 

There  should  be  included  in  the  return  filed  for  a  deceased  stock- 
holder of  a  personal-service  corporation  the  distributive  share 
of  the  decedent  in  the  profits  of  the  corporation  from  the  beginning 
of  the  year  to  the  date  the  stockholder  died.  The  return  med  for 
the  estate  should  include  the  distributive  share  in  the  profits  of  the 
corporation  from  the  date  of  the  stockholder's  death  to  the  end  of 
the  year. 
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11-19^383. 
O.  D.  219. 

A  loss  can  not  be  claimed  in  a  return  rendered  for  a  decedent 
covering^  the  taxable  period  to  the  date  of  his  death  where  the  cost 
of  securities,  or  their  fair  market  value  as  at  March  1,  1913,  if  ac- 
quired prior  thereto,  is  in  excess  of  the  value  established  by  appraisal 
for  the  purposes  of  administering  the  ei^ate,  except  in  the  case  of  a 
decedent  who  was  a  dealer  in  securities  and  regularly  inventoried  his 
securities  and  made  his  returns  accordingly.  The  executor  should 
not  make  returns  of  book  gains  or  losses,  either  up  to  the  date  of 
death  or  on  transfer  of  the  property  to  the  le^tee  or  to  a  trustee 
under  the  will,  or  from  one  trustee  to  a  succeeding  trustee,  the  ap- 
praised value  remaining  as  the  basis  for  computing  all  subsequent 
realizations  of  losses  or  gains  in  cash.  (Also  sec.  214(a)  4-5-6, 
art.  144.) 

Section  219,  Article  844:  Incidence  of  Tax  on  Estate  or  Trust. 

(See  9-19-S37,  sec.  211,  art.  13.)  Trustees  of  assets  of  oil  com- 
pamr,  selling  property,  -value  of  which  has  been  demonstrated  by 
exploration  and  discovery  work  by  the  trustees. 


Section  219(a)  4,  Article  345:  Estates  and  Trusts  Taxed  1-19-69. 

to  Beneficiaries.  S-961. 

When  a  trust  provides  for  the  distribution  of  income  "when 
received,**  the  beneficiary  should  account  for  it  personally  whether 
distributed  to  him  or  not.  The  creator  of  the  trust  is  not  liable  for 
income  tax  with  respect  thereto. 


8-19-255. 
O,  D.  156. 

Where  the  income  of  an  estate  is  to  be  distributed  periodically 
by  the  trustees  to  the  beneficiaries,  and  the  trustees  sell  part  of  tne 
principal  or  corpus  of  the  estate  at  a  loss,  the  beneficiaries  are  not 
allowed  to  deduct  any  part  of  the  loss  in  their  income  tax  returns. 


SECTION   220— PROFITS  OF  CORPORATIONS  TAXABLE  TO   STOCK- 
HOLDERS. 

Section  220,  Article  361 :  Profits  of  Corporation  Taxable  1-19-72. 

to  Stookholders.  T.  B.  M.  2. 

Section  220  does  not  apply  to  the  case  of  a  corporation  wliich 
retains  profits  to  meet  the  reasonable  requirements  of  its  business, 
such  as  for  purposes  of  meeting  maturing  obligations,  necessary  in- 
creased working  capital,  additions  to  plant  to  be  made  in  the  im- 
mediate future,  or  other  similar  proper  purposes,  provided  that  such 
profits  are  withheld  in  absolute  good  f aith^  and  not  for  the  purpose 
of  evading  any  tax  or^  any  rate  of  taxation  in  force  at  the  time. 
Whether  a  corporation  is  taxable  under  section  220  can  not  be  deter- 
mined in  advance;  it  must  be  determined  at  a  later  date  in  the  light 
of  what  it  has  actually  done  with  the  profits  retained. 
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2-19-156. 
O.  D.  106. 

Corporations  buying  Victory  notes  with  accumulated  surplus 
will  not  subject  their  stockholders  to  the  provisions  of  section  220, 
Revenue  Act  of  1918,  unless  the  accumulated  surplus  is  beyond  the 
reasonable  needs  of  the  business.  Investment  of  unreasonable  sur- 
plus in  Victory  notes  can  not  prevent  the  application  of  section  220, 
out  obviously  no  unfavorable  construction  will  be  based  upon  the 
mere  fact  that  a  surplus  is  invested  in  Victory  notes.  Where  a  dis- 
tillery or  brewery  business,  between  now  and  the  time  when  national 
prohibition  becomes  effective,  holds  1918  earnings  or  earnings  of 
earlier  years,  either  by  reason  of  doubt  as  to  the  outcome  of  pending 
liti^tion  or  by  reason  of  a  desire  to  reinvest  capital  and  accu- 
mulated earnings  in  a  different  business^  such  action  of  itself  will  not 
be  regarded  as  bringing  the  corporation  within  the  provisions  of 
section  220. 


8-19-326. 
O.  D.  188. 

Section  220  of  the  Revenue  Act  of  1918  applies  only  to  income 
of  1918  and  subsequent  years,  and  can  not  be  utilized  to  force  a  dis- 
tribution of  unnecessary  surplus  accumulated  in  prior  years.  To 
such  unnecessary  accumulations,  however,  the  provisions  of  the  acts 
of  October  3,  1913,  September  8,  1916,  and  October  3,  1917,  will  be 
applicable  according  to  the  respective  years  in  which  such  acts  were 
in  effect  and  such  portions  of  the  surplus  were  accumulated. 


Section  220,  Article  353:  Unreasonable  Acoumulation  15-19-448. 

of  Profits.  S-1117. 

The  question  as  to  the  unreasonable  accumulation  of  undivided 
profits  is  one  of  fact  to  be  decided  upon  a  consideration  of  the  vdume 
ob  business  done  and  the  principles  of  sound  business  management. 
The  fact  that  a  corporation  having  a  capital  stock  of  10a;  dollars  and 
doing  an  annual  business  in  excess  of  150a?  dollars  has  an  accumula- 
tion of  55a!  dollars  in  undivided  profits  is  not  sufficient  basis  for  find- 
ing that  there  has  been  an  unreasonable  accumulation  of  profits. 
(S-153  overruled.) 


SECTION  221— PAYMENT  OF  TAX  AT  SOURCE. 

Section  221,  Article  361 :  Withholding  Tax  at  Sooroe. 

(See  1-19-16,  sec.  213(c),  art.  92.)  Withholding  obligations  of 
a  aomestic  corporation  in  case  of  payments  to  a  nonresident  alien 
individual  or  to  a  foreign  corporation,  of  interest  on  obligations  of  a 
foreign  government. 


1-19-76. 
O.  D.  56. 

When  a   debtor  corporation   fails   to   withhold   the  2  per  cent 
tax  where  its  bonds  contain  a  tax-free  clause,  and  the  owner  nas  filed 
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Form  1000,  there  is  no  obligation  on  the  bank  first  receiving  the 
coupons  to  withhold  the  tax,  as  assessment  will  be  made  against  the 
debtor  or  its  disbursing  agent  based  on  the  tax  liability  as  disclosed 
by  the  ownership  certificate,  Form  1000. 


ft-19-277. 
O.  D.  167. 

Income  tax  should  be  withheld  from  interest  payments  to  non- 
resident aliens  upon  bonds  at  rates  in  force  during  year  in  which 
payments  were  actually  made,  although  bond  interest  is  held  to 
represent  income  for  year  during  which  coupons  became  due  and 
payable.  Any  tax  withheld  and  paid  to  Government  in  excess  of 
taxpayer's  liability  may  be  adjusted  through  claim  for  refund.  (Also 
art  371.) 


7-19-298. 

O.  D.  175. 
If  the  owner  or  operator  of  a  mine  leases  a  portion  thereof  to  a 
contractor  whose  operations  are  separate  and  distinct  from  that  of 
the  owner  or  operator,  and  nonresident  aliens  are  actually  employed 
by  the  contractor,  the  duty  of  withholding  as  to  such  nonresident 
alien  employees  is  that  of  the  contractor  rather  than  the  owner  or 
operator. 

In  the  case  of  a  claim  for  personal  exemption  by  a  nonresident 
alien  employee  for  withholding  purposes,  the  name  and  address  of 
the  employee  should  be  secured  oy  the  employer,  regardless  of  the 
fact  that  lor  the  convenience  of  the  employer  tne  employee  is  known 
by  number  only.     (Also  sec.  217,  art.  315.) 


10-19-859. 
O.  D.  207. 

Debtor  corporation  having  appointed  duly  authorized  with- 
holding agent,  should  file  with  collector  for  district  in  which  debtor 
corporation  is  located  notice  of  such  appointment,  giving  name  and 
address  of  withholding  agent.  Only  one  copy  is  required  and  no 
special  form  prescribed. 

11-19-385. 
O.  D.  220. 

A  bank  purchasing  abroad  coupons  of  bonds  issued  by  domestic 
corporations  will  be  held  prima  facie  to  be  recipient  of  income. 
Ownership  certificates  should  therefore  be  secured  from  original 
owners  of  bonds  in  order  that  tax  may  be  withheld  as  provided  in 
sections  221  and  237,  Revenue  Act  of  1918. 


13-19-424. 
O.  D.  245. 

Wages  erned  by  a  non-resident  alien  on  an  occasional  coastwise 
voyage  on  a  vessel  generally  making  f orei^  voyages  is  income  from 
sources  within  the  United  States,  and  is  subject  to  withholding. 
(Also  sec.  213(c),  art.  92(a).) 
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(See  18-19-478,  sec.  213(c),  art.  92.)  Withholding  requirements 
in  the  case  of  interest  on  bonds  of  a  corporation  organized  in  the 
United  States  but  doing  no  business  nor  owning  property  therein. 


ia-19-486. 
O.  D.  269. 

When  a  bank  in  the  United  States  collects  interest  upon  for- 
eign securities  for  its  nonresident  alien  customers  and  credits  same  to 
their  account,  allowing  interest  on  the  balances  maintained,  the 
identity  of  the  interest  derived  from  foreign  securities  is  lost,  and  the 
interest  thus  paid  or  credited  is  subject  to  taxation  and  withholding 
under  the  Revenue  Act  of  1918. 


20-19-512. 
O.D.279. 

Scrip  issued  by  a  corporation  to  bondholders  in  payment  of 
interest  due  upon  its  bonds  is  equivalent  to  cash  paymente  and  is 
subject  to  withnolding  under  the  rates  in  force  at  the  time  of  issuance 


Section  221,  Artfcle  362:  Fixed  or  Determinable  Annual  2-19-157. 

or  Periodical  Income.  S-975. 

Winnings  of  horses  at  a  race  track  credited  by  the  racing  as- 
sociation to  a  nonresident  alien  owner  and  trainer  of  the  horses  win- 
ning such  amounts  are  not  fixed  nor  determinable  annual  or  periodi- 
cal gains,  profits,  and  income  within  the  meaning  of  section  221(a), 
f^Bvenue  Act  of  1918,  and  no  withholding  by  the  racing  association 
is  necessary. 


2-1^-158. 
Section  221,  Article  363 :  Exemption  from  Withholding.  O.  D.  107. 

In  cases  where  tax  was  withheld  from  wages  of  employees  who 
refused  to  sign  the  old  Form  1078,  but  who  have  now  signed 
the  new  Form  1078,  the  amount  of  tax  should  not  be  refunded  by 
the  employer  upon  execution  of  the  new  Form  1078.  The  amount 
of  tax  witnheld  should  be  reported  on  Form  1042,^  and  paid  to  the 
collector  of  internal  revenue  lor  the  district  in  which  the  withhold- 
ing a^nt  is  located,  subject  to  claim  for  personal  exemption  pro- 
vided m  section  216  of  the  Revenue  Act  of  1918. 

If  the  personal  exemption  is  not  available  to  the  nonresident  alien, 
the  amount  of  tax  can  be  refunded  only  upon  execution  of  Form  46, 
accompanied  by  a  complete  return  of  the  individual's  income  from 
sources  within  the  United  States,  and  evidence  establishing  the  fact 
that  tax  has  been  withheld  in  excess  of  the  actual  liability.  (Also 
sec.  223,  art.  404.) 

^19-224. 

O.  D.  143. 

In  cases  where  Form  1078  is  filed  by  aliens,  a  record  thereof 

should  be  made  by  the  employer  and  Certificates  forwarded  to  the 

Commissioner  of  Internal  Itevenue,  Sorting  Division,  Washington, 
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D.  C,  not  later  than  the  20th  day  of  the  month  succeeding  that  dur- 
ing which  the  certificates  were  received. 


Section  221,  Article  363a :  Personal  Exemption  of  Non-  19-19-498. 

resident  AUens.  T.  D.  2920. 

The  final  edition  of  Regulations  No.  45  is  amended  by  inserting 

immediately  after  article  363,  a  paragraph  which  will  be  known  as 

article  363a  as  follows: 

Art  868a.  Personal  exemption  of  nonresident  aliens. — In  case  a  nonresi- 
dent alien  la  entitled  to  personal  exemption  and  credits  for  dependents  in  ac- 
cordance with  paragraphs  (c),  (d),  and  (e),  section  216  of  the  Revenue  Act 
of  1918,  and  his  gross  income  from  sources  in  the  United  States,  including  bond 
interest,  does  not  exceed  his  personal  exemption  and  credits  for  dependents,  a 
certificate.  Form  lOOlB,  should  be  executed  and  filed  with  the  withholding 
agent,  if  any  part  of  the  gross  income  is  derived  from  interest  upon  bonds  of 
a  domestic  corporation  which  contain  a  tax-free  covenant  clause.  The  cer- 
tificate may  be  filed  with  the  withholding  agent  at  the  end  of  the  calendar 
year,  but  not  later  than  February  1  of  the  succeeding  year,  and  all  such  cer- 
tificates should  be  attached  to  the  annual  list  return.  Form  1018.  The  amount 
of  tax  due  from  the  withholding  agent  as  shown  by  Form  1018  may  be  re- 
duced by  2  per  cent  of  the  aggregate  amount  of  interest  payments  made  to  the 
nonresident  alien  upon  tax-free  covenant  bonds  during  the  calendar  year,  and 
the  amount  of  tax  represented  by  the  certificates,  payment  of  which  was  as- 
sumed on  monthly  list  return.  Form  1012,  will  not  be  included  in  the  assessment 
against  the  withholding  agent.  The  certificate  may  be  filed  only  by  a  citizen 
or  subject  of  the  countries  enumerated  in  paragraph  (a)  or  (b)  of  article  807, 
as  amended.  In  case  tax  in  excess  of  a  nonresident  alien's  tax  liability  has 
been  withheld  from  interest  upon  bonds  which  do  not  contain  a  tax-free  cove- 
nant clause,  the  nonresident  alien  should  file  or  cause  to  be  filed  with  the 
collector  of  internal  revenue  a  return  of  his  gross  income  from  all  sources 
within  the  United  States,  accompanied  by  a  claim  for  refund  on  Form  46. 


Section  221,  Article  364:  Ownership  Certificates  for  Interest  Coupons, 

(See  17-19-473;  sec.  257;  art.  10911)    Certified  copies  of  ownership 
certificates. 


21-19-526. 
T.  D.  2923. 

Old  forms  of  ownership  certificates  will  be  accepted  with  respect 
to  interest  due  on  and  prior  to  November  1, 1919,  when  received  irom 
continental  United  States,  and  with  respect  to  interest  due  on  and 
prior  to  December  1, 1919,  when  received  from  abroad. 

Banks  and  collecting  agents,  debtor  corporations,  and  withholding 
agents  shall  refuse  to  accept  the  old  forms,  in  connection  with  in- 
terest due,  after  the  respective  dates  named  herein,  and  collectors  ^of 
internal  revenue  receivmg  monthly  returns  accompanied  by  certifi- 
cates on  the  old  forms,  when  it  shall  appear  that  such  certificates  were 
filed  with  debtor  corporations  or  withholding  agents,  with  respect 
to  interest  due  subsequent  to  such  dates,  shall  require  the  debtor  cor- 
poration or  withholding  agent  concerned  to  secure  certificates  on  the 
revised  forms.  

21-19-627. 
O.  D.  284. 

Bonds  issued  by  the  War  Finance  Corporation  are  not  Govern- 
ment bonds,  hence  ownership  certificates  are  required  when  coupons 
are  presented  for  payment  under  article  864  of  Regulations  45. 
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Section  221,  Article  365:  Form  of  Certificate  Where  4r-19-225. 

Witiiholding  Bequired.  O.  D.  144. 

Form  1000,  revised,  should  be  used  by  nonresident  alien  in- 
dividuals, fiduciaries,  and  corporations  only  when  the  bonds  are 
issued  by  domestic  or  resident  corporations,  whether  or  not  the 
bonds  contain  a  tax-free  covenant  clause.  A  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United  States,  whidi 
has  a  fiscal  agent  in  the  United  States,  is  not  a  resident  corporation. 


29-19-628. 
O.  D.  339. 

Personal  service  corporations  are  to  be  treated,  so  far  as  practi- 
cable, on  the  same  basis  as  partnerships  for  the  purposes  of  with- 
holding under  section  221  (o)  of  the  Revenue  Act  or  1918.  Corpo- 
rations which  have  received  notice  from  the  Income  Tax  Unit  that 
their  returns  as  personal  service  corporations  have  been  approved 
may  thereafter  and  not  before  issue  Form  1000  in  collecting  interest 
from  bonds  or  other  obligations  of  a  corporation  containing  a  so- 
called  tax  free  covenant  clause  in  the  same  manner  and  to  the  same 
extent  that  partnerships  are  authorized  to  use  that  form.  The  form 
should  bear  the  stamped  or  written  notation  "  approved  by  the  Treas- 
ury Department  as  Personal  Service  Corporation  on  (date)." 


Section  221,  Article  366:  Form  of  Certificate  Where  no  Withholding  Be- 
quired. 

(See  31-19-653;  sec.  256,  art.  1078 :)  Form  of  ownership  certificate 
required  from  nonresident  alien  bondholders  in  the  case  of  interest 
on  bonds  of  a  corporation  organized  in  the  United  States,  but  trans- 
acting no  business  and  owning  no  property  therein. 


16-19-463. 
Section  221,  Article  370 :  Betum  of  Tax  Withheld.  O.  D.  258. 

Tax  erroneously  withheld  from  the  wages  of  a  nonresident  alien 
seaman  who  can  not  now  be  located  for  the  purpose  of  making 
refund  should  be  reported  on  the  annual  list  return.  Form  1042, 
and  paid  to  the  Government,  and  when  the  seaman  is  located  he 
should  be  advised  of  his  ri^fht  to  file  claim  for  refund. 


2—19—159. 
Section  221,  Article  371 :  Withholding  in  1918.  0-811. 

Where  a  corporation  withheld  during  the  year  1918  tax  pur- 
suant to  the  Revenue  Acts  of  1916  ana  1917  from  the  income  of 
foreign  corporations  not  having  an  office  or  place  of  business  in 
the  United  States,  and  such  withholding  were  made  against  divi- 
dends and  bond  interest  paid  to  the  foreign  corporations,  only  such 
sums  need  be  returned  as  are  reouired  to  be  withheld  from  income 
subject  to  withholding  under  the  Kevenue  Act  of  1918 ;  any  amounts 
withheld  under  the  il^venue  Acts  of  1916  and  1917  from  income  not 
subject  to  withholding  under  the  Revenue  Act  of  1918  may  be  paid 
over  to  the  persons  from  whom  they  were  withheld. 
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Section  221,  Artide  372:  Release  of  Excess  Tax  Withheld. 

(See  3-19-196,  sec.  217,  art.  316.)  Eflfect  of  alien  filing  Form  1079 
or  its  equivalent  with  his  employer  on  or  before  the  last  day  of  tax- 
able year* 

SECTION  222— CREDIT  FOR  TAXES* 

26-19-593. 
Section  222,  Article  381 :  Analysis  of  Credit  for  Taxes.  O.  D.  317. 

Income  and  war-profits  taxes  paid  to  a  foreign  country  by  a 
citizen  of  the  United  States  residing  in  such  foreign  country  on  in- 
come from  sources  within  the  United  States  can  not  be  treated  as  a 
credit  for  taxes  under  section  222.  Such  taxes  are  deductible  under 
section  214  (a)  3  in  computing  net  income  in  his  return  to  the  United 
States.     (Also  sec.  214,  art.  131.) 


Section  222,  Article  383:  Conditions  of  Allowance  of  12-19-407. 

Credit.  O.  D.  232. 

Where  under  a  foreign  income  tax  law  corporations  are  required 
to  withhold  a  fixed  percentage  of  the  total  amount  of  dividends  paid 
to  the  stocUiolders  in  this  country,  such  tax  beins  withheld  in  a  lump 
sum,  although  imposed  upon  the  mdividual  stocloiolders,  the  amounts 
withheld  not  being  itemized  by  the  foreign  government,  in  lieu  of  the 
individual  tax  receipts  required  to  be  attached  to  Form  1116,  the  tax- 
payer may  attach  to  the  return  on  Form  1116  his  affidavit  showing 
the  number  of  shares  held  during  the  year,  whether  or  not  any  of  the 
shares  held  by  him  were  acquiredor  sold  during  the  year,  giving  dates 
and  number  of  shares  so  acquired  or  sold ;  the  total  number  of  shares 
outstanding  on  which  the  dividend  was  declared,  regardless  of 
whether  the  dividend  was  paid  to  citizens  of  the  United  States  or 
other  Governments;  and  the  total  dividends  paid  or  accrued  on  such 
shares  during  the  year,  and  attach  to  and  make  a  part  of  such  af- 
fidavit a  certified  copy  of  the  tax  receipts  from  the  foreign  tax 
collector  showing  the  payment  of  the  tax  en  bloc,  with  copies  of  any 
other  documents  which  he  may  have  that  will  serve  to  corroborate  the 
facts  set  forth  in  such  affidavit. 

The  amount  of  the  credit  claimed  should  be  computed  by  dividing 
the  total  tax  withheld  by  the  total  number  of  shares  of  the  corpora- 
tion outstanding  and  multiplying  this  result  by  the  number  of  snares 
held  during  the  entire  year.  In  the  event  that  any  of  the  shares  wei'e 
acquired  or  disposed  of  during  the  year,  an  adjustment  should^  be 
made  showing  the  amount  of  taxes  properly  allocated  to  the  divi- 
dends received  after  acquisition  or  before  disposition  of  the  stock. 


SECTION  22^— INDIVIDUAL  RETURNS. 

1-19-78. 

Section  223,  Artide  401 :  Individual  Returns.  O.  D.  57. 

Where  the  property  of  an  alien  enemy  has  been  taken  over  by 

the  Alien  Property  (justodian  in  accordance  with  the  provisions  of 

the  trading-with-the-enemy  act,  and  the  individual  has  executed  a 
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SBCTION  227— TIME  AND  PLACE  FOB  FILING  RETURN. 

24^19-570. 
Section  227,  Article  443 :  Eztension  of  Time  by  Collector.  T.  D.  2935. 

Article  443  of  Eegulations  45  is  hereby  amended  to  read  as  follows : 

Abt.  443.  ExtenHon  of  time  by  collector, — It  is  important  that  the  taxpayer 
render  before  tiiie  return  due  date  a  return  as  complete  and  final  as  it  Is  pos- 
sible for  him  to  prepare.  However,  in  cases  of  sickness  or  absence  collectors 
are  authorized  to  grant  an  extension  of  not  exceeding  30  days  where  in  their 
Judgment  such  further  time  is  actually  required  for  the  making  of  an  accurate 
return.  (See  art  1002.)  The  application  for  such  extension  must  be  made 
prior  to  the  expiration  of  the  period  for  which  the  extension  is  desired.  The 
absence  or  sickness  of  one  or  more  officers  of  a  corporation  at  the  time  the 
return  is  required  to  be  filed  will  not  be  accepted  as  a  reasonable  cause  for 
failure  to  file  the  return  within  the  prescribed  time  unless  it  is  satisfactorily 
shown  that  there  were  no  other  principal  officers  available  and  sufficiently  in- 
formed as  to  the  affairs  of  the  corporation  to  make  and  verify  the  return.  As 
a  condition  of  granting  an  extension  of  time  for  filing  a  return  the  collector 
may  require  the  submission  of  a  tentative  return  and  estimate  of  the  tax  on 
Form  •10^>-T  in  the  case  of  individuals,  or  on  Form  1031-T  in  the  case  of  cor- 
porations; and  the  payment  of  one-fourth  of  the  estimated  amount  of  tax. 
Where  a  taxpayer  has  filed  a  tentative  return  and  has  failed  to  file  a  complete 
return  within  the  period  of  the  extension  requested  by  him,  the  complete  return 
when  filed  is  subject  to  penalties  prescribed  for  delinquency.  Where  a  tentative 
return  has  been  filed  and  no  time  has  been  fixed  within  which  a  complete  return 
must  be  filed,  the  collector  may  at  any  time  send  notice  to  the  taxpayer  to  file 
a  complete  return  within  a  period  of  time  therein  specified  by  him,  and  a  tax- 
payer who  fails  to  comply  with  such  request  will  incur  the  penalties  prescribed 
by  statute  for  delinquency  in  filing  a  return. 


Section  227,  Article  445:  Extension  of  Time  in  the  Case  of  2-19-160. 

Persons  Abroad.  O-809. 

Where  persons  abroad  or  foreign  corporations  take  advantage 
of  the  extension  of  time  granted  for  the  payment  of  tax,  in  article 
445,  Regulations  45,  interest  is  not  collectible  at  the  rate  of  one-lialf 
of  1  per  cent  from  such  person  or  foreign  corporation  from  the  time 
the  tax  would  have  been  due  if  no  extension  nad  been  granted. 


8-19-199. 
T.  D.  2844. 

Article  445,  final  edition  of  Regulations  45,  amended  to  permit 
taxpayers  residing  or  traveling  abroad  to  pay  at  the  time  or  filing 
returns  only  the  installments  oi  tax  past  due  without  interest  at  the 
rate  of  one-half  of  1  per  cent  per  month  and  other  installments  as 
they  fall  due. 

SECTION  230— TAX  ON  CORPORATIONS. 

4-19-227. 
Section  230,  Article  603 :  Corporations  Liable  to  Tax.  S-1001. 

Where  the  holders  of  the  entire  common  stock  of  a  corporation 
agree  to  pool  their  stock  interests  and  share  in  a  certain  portion  of 
the  profits  accruing  to  the  corporation  according  to  a  fixed  arbitrary 
percentage  rather  than  in  proportion  to  their  respective  stock  hold- 
ings, the  corporation  is  still  taxable  as  such  and  is  not  to  be  treated 
as  a  partnership  for  purposes  of  the  income  tax. 
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(See  10-19-351,  sec.  1,  art.  1504.)     When  trusts  taxed  as  corpora- 
tions. 


(See  11-19-386^  sec.  233,  art.  541.)    Gains  derived  from  the  sale  of 
a  corporation's  assets  with  a  view  to  its  liquidation. 


SECTION  231— CONDITIONAL  AND  OTHER  EXEMPTIONS. 

1-19-86. 
'Section  231,  Article  511 :  Proof  of  Exemption.  O.  D.  60. 

A  railroad  company  which  turns  all  of  its  income  over  to  a 
charitable  institution  as  a  dividend  does  not  come  within  the  pro- 
vision of  section  231  (12),  as  it  is  actively  engaged  in  the  opera- 
tion of  a  railroad  system. 


7_19_300. 

O.  D.  177. 

A  corporation  managed  by  five  trustees,  operating  a  theater 
building  erected  as  a  memorial,  the  net  income  from  which  is  to  be 
turned  over  to  a  city,  for  its  use  and  benefit,  is  not  one  organized  for 
the  '^  exclusive  purpose  of  holding  title  to  property,  collecting  income 
therefrom,  and  turning  over  the  entire  amount  thereof  less  expenses 
to  an  organization  which  itself  is  exempt  from  income  tax,"  and  is 
required  to  file  returns  of  annual  net  mcome  and  to  pay  any  tax 
thereby  shown  to  be  due. 


8-19-828. 
O.  D.  190. 

In  dealing  with  cases  coming  under  section  231,  the  character 
of  the  corporation  must  be  judged  by  its  articles  of  incorporation, 
constitution,  and  by-laws  rather  than  by  the  declarations,  of  its 
officers  or  the  method  bv  which  it  conducts  or  has  conducted  its 
business.  Accordingly,  ii  the  activities  of  a  company  are  confined  to 
cooperative  selling  for  the  benefit  of  its  patrons,  but  it  is  granted 
additional  powers  by  its  charter,  it  will  nevertheless  be  required  to 
file  returns  and  pay  the  tax  if  any  shown  to  be  due. 


Section  231,  Article  515:  Building  and  Loan  Associa-  19-19-499. 

tions.  S-1140. 

Income  tax. — Acts  of  October  3,  1913,  September  8,  1916,  and 
February  24,  1919. 

Building  and  loan  associations :  Where  a  building  and  loan  asso- 
ciation has  no  other  features  which  render  it  liable  to  income  tax, 
it  will  ordinarily  not  be  subject  to  tax  merely  because — 

(a)  It  has  paid-up  shares  which  are  (a)  preferred  as  to  earnings, 
and  (&)  have  a  definite  rate  of  interest  which  may  be  higher  than 
the  rate  of  dividends  paid  on  other  stock  (Park  View  Building  & 
Loan  Association  v,  Herold,  203  Fed.,  876 ;  C.  C.  A.,  210  Fed.,  577 ; 
T.D.1941);or 
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SECTION  227— TIME  AND  PLACE  FOR  FILING  RETURN. 

24^19-^70. 

Section  227,  Article  443 :  Extension  of  Time  by  Collector.  T.  D.  2935. 

Article  443  of  Regulations  45  is  hereby  amended  to  read  as  follows: 

Abt.  443.  Extension  of  time  hy  collector, — It  is  important  that  the  taxpayer 
render  before  the  return  due  date  a  return  as  complete  and  final  as  it  is  pos- 
sible for  him  to  prepare.  However,  in  cases  of  sickness  or  absence  collectors 
are  authorized  to  grant  an  extension  of  not  exceeding  30  days  where  in  their 
judgment  such  further  time  is  actually  required  for  the  making  of  an  accurate 
return.  (See  art.  1002.)  The  application  for  such  extension  must  be  made 
prior  to  the  expiration  of  the  period  for  which  the  extension  is  desired.  The 
absence  or  sickness  of  one  or  more  officers  of  a  corporation  at  the  time  the 
return  is  required  to  be  filed  will  not  be  accepted  as  a  reas^rnable  cause  for 
failure  to  file  the  return  within  the  prescribed  time  unless  it  is  satisfactorily 
shown  that  there  were  no  other  principal  officers  available  and  sufficiently  in- 
formed as  to  the  affairs  of  the  corporation  to  make  and  verify  the  return.  As 
a  condition  of  granting  an  extension  of  time  for  filing  a  return  the  collector 
may  require  the  submission  of  a  tentative  return  and  estimate  of  the  tax  od 
Form  1040-T  in  the  case  of  individuals,  or  on  Form  1031-T  in  the  case  of  cor- 
porations; and  the  payment  of  one-fourth  of  the  estimated  amoimt  of  tax. 
Where  a  taxpayer  has  filed  a  tentative  return  and  has  failed  to  file  a  complete 
return  within  the  period  of  the  extension  requested  by  him,  the  complete  return 
when  filed  is  subject  to  penalties  prescribed  for  delinquency.  Where  a  t^itative 
return  has  been  filed  and  no  time  has  been  fixed  within  which  a  complete  return 
must  be  filed,  the  collector  may  at  any  time  send  notice  to  the  taxpayer  to  file 
a  complete  return  within  a  period  of  time  therein  specified  by  him,  and  a  tax- 
payer who  fails  to  comply  with  such  request  will  incur  the  penalties  prescribed 
by  statute  for  delinquency  in  filing  a  return. 


Section  227,  Article  445 :  Extension  of  Time  in  the  Case  of  2-19-160. 

Persons  Abroad.  0-809. 

Where  persons  abroad  or  foreign  corporations  take  advantage 
of  the  extension  of  time  granted  for  the  payment  of  tax,  in  article 
445,  Regulations  45,  interest  is  not  collectible  at  the  rate  of  one-half 
of  1  per  cent  from  such  person  or  foreign  corporation  from  the  time 
the  tax  would  have  been  due  if  no  extension  nad  been  granted. 


3-19-199. 
T.  D.  2844. 

Article  445,  final  edition  of  Regulations  45,  amended  to  permit 
taxpayers  residing  or  trayelinfi|  abroad  to  pay  at  the  time  ox  filing 
returns  only  the  installments  of  tax  past  due  without  interest  at  the 
rate  of  one-half  of  1  per  cent  per  month  and  other  installments  as 
they  fall  due. 

SECTION  230— TAX  ON  CORPORATIONS. 

4-19-227. 

Section  280,  Article  503 :  Corporations  Liable  to  Tax.  S-1001. 

Where  the  holders  of  the  entire  common  stock  of  a  corporation 
agree  to  pool  their  stock  interests  and  share  in  a  certain  portion  of 
the  profits  accruing  to  the  corporation  according  to  a  fixed  arbitrary 
percentage  rather  than  in  proportion  to  their  respective  stock  hold- 
ings, the  corporation  is  still  taxable  as  such  and  is  not  to  be  treated 
as  a  partnership  for  purposes  of  the  income  tax. 
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(See  10-19-351,  sec.  1,  art.  1504.)    When  trusts  taxed  as  corpora- 
tions. 


(See  11-19-386,  sec.  233,  art.  541.)    Gains  derived  from  the  sale  of 
a  corporation's  assets  with  a  view  to  its  liquidation. 


SECTION  281— CONDITIONAL  AND  OTHER  EXEMPTIONS. 

1-19-86. 
'Section  231^  Article  511 :  Proof  of  Exemption.  O.  D.  60. 

A  railroad  company  which  turns  all  of  its  income  over  to  a 
charitable  institution  as  a  dividend  does  not  come  within  the  pro- 
vision of  section  231  (12),  as  it  is  actively  engaged  in  the  opera- 
tion of  a  railroad  system. 


7_19_300. 
O.  D.  177. 

A  corporation  managed  by  five  trustees,  operating  a  theater 
building  erected  as  a  memorial,  the  net  income  from  which  is  to  be 
turned  over  to  a  city,  for  its  use  and  benefit,  is  not  one  organized  for 
the  "  exclusive  purpose  of  holding  title  to  property,  collecting  income 
therefrom,  and  turning  over  the  entire  amount  thereof  less  expenses 
to  an  organization  which  itself  is  exempt  from  income  tax,"  and  is 
required  to  file  returns  of  annual  net  income  and  to  pay  any  tax 
thereby  shown  to  be  due. 


8-19-828. 
O.  D.  190. 

In  dealing  with  cases  coming  under  section  231,  the  character 
of  the  corporation  must  be  judged  by  its  articles  of  incorporation, 
constitution,  and  by-laws  rather  than  by  the  declarations^  of  its 
officers  or  the  method  by  which  it  conducts  or  has  conducted  its 
business.  Accordingly,  it  the  activities  of  a  company  are  confined  to 
cooperative  selling  for  the  benefit  of  its  patrons,  but  it  is  granted 
additional  powers  by  its  charter,  it  will  nevertheless  be  required  to 
file  returns  and  pay  the  tax  if  any  shown  to  be  due. 


Section  231,  Article  515:  Building  and  Loan  Associa-  19-19-499. 

tions.  S-1140. 

Income  tax. — ^Acts  of  October  3,  1913,  September  8,  1916,  and 
February  24,  1919. 

Buildmg  and  loan  associations :  Where  a  building  and  loan  asso- 
ciation has  no  other  features  which  render  it  liable  to  income  tax, 
it  will  ordinarily  not  be  subject  to  tax  merely  because — 

(a)  It  has  paid-up  shares  which  are  (a)  preferred  as  to  earnings, 
and  (6)  have  a  definite  rate  of  interest  which  may  be  higher  than 
the  rate  of  dividends  paid  on  other  stock  (Park  View  Building  & 
Loan  Association  v.  Herold,  203  Fed.,  876;  C.  C.  A.,  210  Fed.,  577: 
T.D.1941);or 
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(b)  Its  balance  sheets  show  that  it  is  lending  considerable  sums 
to  nonmembers  (Central  Building,  Loan  &  Savings  Co.  v.  Bowluid 
&  BeUefontaine  Building  &  Loan  Co.  v.  McMaken,  216  Fed.,  526) ;  or 

(c)  It  is  a  regular  borrower  of  large  sums  of  money  whidi  it 
uses  for  loans  to  members,  the  dues  paid  by  members  being  entirely 
inadequate  for  the  business  transactcnl  by  it  (BeUefontaine  Building 
&  Loan  Co.  v.  McMaken,  216  Fed.,  526,  supra). 

Where  a  building  and  loan  association  has  an  amount  of  paid-up 
capital  which  is  so  large  as  to  be  entirely  out  of  proportion  to  the 
amount  of  running  shares  on  which  members  are  paymg,  it  may  or 
may  not  be  liable  to  income  tax,  the  liability  to  tax  of  such  an  insti- 
tution depending  upon  the  facts  of  the  particular  case. 


Section  231,  Article  517:  Beligioos,  Charitable,  Scien-  8-19-329. 

tific,  and  Educational  Coiporations.  T.  B.  R.  33. 

The  word  "  private "  in  section  231,  subdivision  6,  refers  to  a 
stockholder  or  individual  in  his  private  capacity  as  distinguished 
from  a  public  capacity.  Dividends  inure  to  a  stockholder  in  his 
private  capacity  when  they  inure  to  him  separate  from  the  public 
and  not  as  an  omcial  or  representative  of  the  public. 

A  corporation  conducting  an  educational  institution  all  of  whose 
stockholders  are  directors  in  the  company,  and  which  pays  dividends 
to  its  stockholders,  the  surplus  earnings  over  a  fixea  rate  paid  as 
dividends  beinff  invested  as  they  accrue  in  grounds,  buildings,  and 
equipment  needed  in  the  business,  is  not  exempt  from  taxation  on 
the  ground  that  its  stockholders  are  official  stockholders  and  not 
private  stockholders. 

(See  23-19-546,  sec.  214   (a)  11,  art.  251.)     Musical  association' 
not  organized  for  profit.  ♦ 


23-19-548. 
O.  D.  293. 

An  incorporated  educational  institution  whose  only  source  of 
income  is  from  tuition  and  sale  of  uniforms  and  supplies  to  its  stu- 
dents, and  no  part  of  the  net  income  of  whidi  is  distributed  as 
dividends,  but  is  expended  in  acquiring  additional  buildings  and 
equipment,  is  not  entitled  to  exemption.  The  corporation  is  consid- 
ered as  capitalizing  its  earnings  oy  acquiring  new  buildings  and 
equipment. 

•  29-19-630. 

O.  D.  340. 

An  organization  incorporated  for  the  purpose  of  establishing  and 
maintaining  a  day  nursery  for  young  children  whose  parents  are 
obliged  to  work  and  have  no  means  to  provide  care  for  their  children 
during  the  day,  and  deriving  its  income  from  subscriptions  and  dona- 
tions, and  a  small  amount  from  securities^  all  of  which  is  used  in 
promoting  the  activities  of  the  nursery,  is  exempt  from  taxation 
under  section  231  (6)  of  the  Revenue  Act  of  1918. 
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Section  231,  Article  518 :  Business  Leagues.  1-19-86. 

O.  D.  61. 

An  unincorporated  association  formed  for  the  purpose  of  ascer- 
taining the  causes  of  losses  sustained  through  navigation  of  vessels 
belonging  to  its  members,  thereby  reducing  such  losfses,  any  excess  of 
fees,  assessments,  and  interest  received  over  current  expenses  and 
losses  sustained  by  members  being  returned  to  members  on  a  pro  rata 
basis,  is  exempt  from  taxation  and  not  required  to  file  returns. 


Section  231,  Article  520 :  Social  Clubs.  S-958. 

A  provision  in  the  , by-laws  of  a  country  club,  that,  in  the 
event  of  the  dissolution  or  the  club,  the  holder  of  a  life  membership 
shall  participate  in  the  distribution  of  the  assets  of  the  club  after  its 
other  debts  are  paid  and  before  any  sums  are  paid  to  either  regular 
members  or  shareholders,  is  not  alone  sufficient  to  make  the  club 
liable  to  render  income  tax  returns. 


2-19-162. 
O.  D.  108. 

A  club  formed  for  the  purpose  of  providing  for  the  members 
thereof  a  suitable  meeting  place,  a  library,  and  a  dining  room  where 
meals  will  be  furnished  to  the  members,  the  income  being  derived 
from  membership  dues  and  the  receipts  for  food,  wine,  and  cigars 
purchased  by  members,  and  no  part  of  the  net  earnings  inuring  to 
the  private  oenefit  of  any  memoer,  is  entitled  to  exemption  from 
taxation,  and  will  not  be  required  to  file  returns  of  annual  net  in- 
come. 


20-19-513. 
O.  D.  280. 

A  club  organized  for  the  purpose  of  promoting  the  principles 
and  interests  of  a  certain  political  party,  deriving  its  income  from 
membership  dues  and  donations  which  are  used  tor  the  purpose  of 
defraying  expenses  necessary  to  the  operation  and  upkeep  of  its 
rooms,  no  part  of  which  inures  to  the  benefit  of  any  of  its  members, 
is  exempt  under  section  231  of  the  Revenue  Act  of  1918. 


Section  231,  Article  521 :  Hntnal  Insurance  Companies  1-19-88. 

and  Like  Organizations.  O-790. 

Where  a  casualty  insurance  association  is  organized  for  the  pur- 
pose of  insuring  ite  members  throughout  the  State,  and  not  within 
a  geographical  subdivision  thereof,  and'  where  it  issues  policies  of 
insurance  for  stipulated  cash  premiums  instead  of  depending  upon 
assessments  solely  for  the  payment  of  its  insurance  liabilities,  and 
where  its  annual  surplus  over  all  expenditures,  losses,  etc.,  may  be 
returned  to  the  members  in  the  shape  of  annual  dividends,  and  where 
the  fund  for  the  payment  of  salaries  and  other  operating  expenses 
is  a  large  percentage  of  cash  received  by  it,  and  it  makes  permanent 
investments  of  large  amounts  in  Liberty  bonds  of  the  United  States, 
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the  association  can  not  be  considered  to  be  of  the  character  of  those 
exempted  by  section  281,  subdivision  (10),  of  the  Act  of  February 
24,1919.  ' 


1-19-82. 
0-792. 

^A  company  or  association  qualified  as.  a  ^'like  organization'^ 
under  section  281,  subdivision  (10),  is  not  "of  a  purely  local  char- 
acter  "  when  its  business  activities  are  not  confined  to  a  particular 
commimity,  place,  or  district.  The  business  operations  of  such  a 
"  like  organization "  might  be  confined  to  a  particular  community, 
place,  or  district,  thus  bringing  it  within  the  meaning  of  tiie  woros 
"  purely  local  character,"  and  yet  cover  portions  of  more  than  one 
State.  The  words  "  purely  local  character  *'  impl^  a  sin^gle  locality, 
irrespective  of  political  subdivisions.  But  when  its  activities  cover 
half  the  counties  of  two  States,  and  part  of  two  other  States,  such 
districts  beins  two  or  three  hundred  miles  apart;  or  when  its  activi- 
ties cover  a  whole  State  and  part  of  another  State,  they  are  of  "gen- 
eral "  rather  than  a  "  local "  character  and  the  associations  are  not 
exempt  from  taxation. 


1-19-S7. 
O.  D.  62. 

Mutual  health    and    accident    associations    are  held  not    to  be 
exempt  under  the  Revenue  Act  of  1918. 


1-19-88. 
O.  D.  63. 

A  travelers'  association  providing  for  fixed  death  benefits  to 
the  beneficiaries  of  the  members  is  held  to  be  a  mutual  life  insurance 
association  rather  than  a  fraternal  beneficial  society.  Since  the  law 
provides  no  exemption  for  mutual  associations  of  this  character  they 
are  liable  for  returns  and  must  pay  the  tax,  if  any,  shown  to  be  due. 


14r-19-437. 
O.  D.  252. 

A  mutual  liability  insurance  company  deriving  its  income  from 
premimns  and  assessments  of  its  members  which  are  used  to  defray 
operating  expenses  and  to  indemnify  its  policyholders  against 
amounts  which  they  are  required  to  pay  under  a  workmen's  compen- 
sation law,  is  not  within  the  class  of  corporations  specifically  ex- 
empted by  the  Revenue  Act  of  1918  and  must  file  a  return  showing  its 
net  income. 


25-19-586. 
O. D.  312. 

An  insurance  association  incorporated  under  the  laws  of  a 
certain  State  for  the  purpose  of  permitting  automobile  owners  te 
exchange  contracts  of  insurance  and  indemnity  without  becoming 
jointly  liable  as  subscribers  on  any  risks,  confining  its  activities 
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within  the  State  and  its  only"  source  of  income  being  from  assess- 
ments, dues,  and  fees  collected  from  members  for  the  sole  purpose 
of  meeting  expenses,  is  a*  ^'  like  organization  of  a  purely  local  charac- 
ter "  within  the  meaning  of  section  231  of  the  Revenue  Act  of  1918 
and  is  exempt  from  income  taxes. 


26-19-594. 
O.  D.  318. 

A  mutual  irrigating  ditch  company  providing  for  its  expenses 
by  assessment  against  its  stockholders  and  receiving  no  other  income 
except  certain  rents  derived  from  the  use  of  its  surplus  water  does 
not  comply  with  all  the  requirements  of  section  281  (10)  inasmuch  as 
its  income  does  not  consist  solely  of  assessments,  dues,  and  fees  col- 
lected from  members,  and  will  be  required  to  file  returns  of  annual 
net  income  and  pay  any  tax  due  thereon. 


1-19-^9. 
Section  231  (11),  Article  522 :  Cooperatiye  AssociationB.  O.  D.  64. 

An  incorporated  fruit  growers'  union,  which  conducts  its  busi- 
ness at  a  profit,^  thereby  accumulating  a  fund  out  of  which  divi- 
dends are  paid,  is  deprived  of  exemption  from  tax  if  it  allows  per- 
sons who  are  not  fruit  growers  to  acquire  stock  and  thus  share  in 
the  profits.  To  the  extent  that  it  has  such  stockholders  it  loses  its 
character  as  sales  agent  acting  for  the  mutual  benefit  of  the  fruit 
growers,  and  accoroingly  its  exemption  from  tax  also.  The  union 
may,  however,  deduct  from  ffross  mcome  amounts  periodically  re- 
turned to  members  as  a  refund  of  profits  on  business  transacted  with 
them  and  proportioned  to  the  amount  of  such  business. 


1_19_90. 

O.  D.  65. 

A  cooperative  store  managed  by  a  university  for  the  purpose 
of  selling  to  its  students  supplies  of  every  kind,  and  in  case  of  disso- 
lution its  property  reverting  to  the  trustees  of  the  school  does  not 
come  within  the  class  of  corporations  organized  for  the  exclusive 
purpose  of  holding  title  of  property,  collecting  income  therefrom, 
and  turning  over  uie  entire  amount  thereof.  It  is  actively  engaged 
in  the  operation  of  a  business  in  which  profits  are  realized  and  will 
therefore  be  required  to  file  returns  of  annual  net  income  and  pay 
any  tax  thereby  shown  to  be  due. 


1«19_84. 
S-952. 

Where  an  association  formed  primarily  in  order  to  market  the 
product  of  its  members  also  engages  in  the  business  of  buying 
and  selling  at  a  profit  it  is  not  exempt  from  income  tax,  (Bevenue 
Act  of  1916,  sec.  11  (a).  Eleventh;  Kevenue  Act  of  1918,  sec.  281, 
par.  11).    Solicitor's  Memorandum  No.  848  revoked. 
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8-19-330. 
O.  D.  191. 

A  cooperative  creamery  company  which  buys  outright  the 
products  of  its  members  and  distributes  the  proceeds  on  the  basis 
of  the  number  of  shares  held  by  each  memoer  instead  of  on  the 
basis  of  the  quantity  of  milk,  or  butter  fat  in  the  milk  furnished  by 
such  members,  is  not  exempt  from  filing  returns  and  paying  any  tax 
found  to  be  due. 


SECTION  232— NET  INCOME  DEFINED. 

Section  232,  Article  631 :  Net  Income. 

(See  15-19-449;  sec.  233,  art.  641.)  Net  income  for  period  covered 
by  return  of  telephone  companies  when  operated  under  Government 
control. 


SECTION  23^— GROSS  INCOME  DEFIJfED. 

1-19-92. 
Section  233,  Article  541:  Gross  Income.  O.D.66. 

The  option  exercised  by  a  corporation  beneficiary  in  allowing  the 
proceeds  of  an  insurance  policy  to  be  paid  in  installments  represents 
m  fact  an  investment  of  such  proceeds.  Any  interest  or  profits  re- 
ceived over  and  above  the  face  value  of  each  installment  represents 
taxable  income  to  the  corporation  for  the  year  in  which  received. 


8-19-33L 
O.  D.  192. 

The  excess  of  the  amount  of  bonds  purchased  by  a  bank  from 
the  Government  over  the  amount  of  such  bonds  subscribed  for  by  the 
customers  through  the  bank  during  the  respective  periods  desi^ated 
by  the  Government  for  receiving  subscriptions  is  to  be  regarded  as 
being  the  amount  of  principal  of  bonds  originally  subscribed  for  by 
the  bank  for  its  own  investment.  Such  bonds  are  to  be  listed  in  the 
return  of  the  bank  as  property  of  the  bank  subject  to  schedules  4  and 
A-4  of  Form  1120,  and  tne  interest  on  such  bonds  is  taxable  income 
to  the  bank  except  to  the  extent  provided  in  the  Liberty  loan  acts 
and  the  supplements  thereto. 

The  bonds  subscribed  for  by  the  customers  during  the  subscrip- 
tion periods  on  which  no  default  has  occurred  are  to  be  deemed  the 
property  of  the  customers  and  are  not  to  be  listed  in  the  return  of 
the  bank  and  the  interest  received  from  the  Government  on  account 
of  such  bonds  is  not  to  be  returned  by  the  bank  as  income,  but  is  to 
be  reported  in  the  returns  of  the  customers.  The  amount  of  interest 
received  bjr  the  bank  from  its  customers  on  account  of  bonds  carried 
for  them  (including  the  amount  represented  by  any  coupons  retained 
by  the  bank  by  way  of  adjustment  of  accrued  interest)  constitutes 
taxable  income  to  tne  bank,  and  no  part  of  such  interest  is  exempt 
from  tax  inasmuch  as  it  is  not  interest  on  obligations  of  the  United 
States  but  is  interest  on  money  advanced  to  the  customers.  (Also 
sec.  213  (b),  art.  78.) 
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11-19-386. 
S-1090. 

Gains  derived  by  a  corporation  from  the  sale  of  its  assets  with  a 
view  of  liquidation  are  measured  by  the  difference  between  the  amount 
received  from  the  sale  and  the  fair  market  value  as  of  March  1, 1918, 
where  acquired  prior  thereto,  and  are  taxable  income  whether  or  not 
the  corporation  is  in  process  of  liquidation.    (Also  sec.  230,  art.  503.) 


12-19-404. 
O.  D.  229. 

Telephone  companies  taken  over  by  the  Government,  and  whose 
compensation  has  been  fixed  W  the  Government,  should  include  such 
compensation  in  the  amount  of  gross  income  reported  on  their  returns, 
in  addition  to  the  income,  gams,  and  profits  accruing  from  other 
sources  during  the  taxable  year.  Companies  whose  compensation  has 
not  been  fixed  should  include  in  the  gross  income,  in  addition  to  other 
income  reported,  the  amount  of  operating  income  received,  and  when, 
later  on,  the  President  fixes  the  compensation  for  the  use  of  their 
properties  during  the  taxable  year,  they  should  file  amended  returns 
showing  the  totafincome  received  and  recompute  the  tax  on  that  basis. 


12-19-405, 
O.  D.  230. 

A  corporation  owning  a  nine-tenths  interest  in  a  foreign  part- 
nership should,  for  the  purpose  of  making  income  tax  returns,  treat 
the  partnership  and  corporation  as  separate  entities  under  the  Reve- 
nue Act  of  1918.  The  corporation  would  be  taxable  on  its  share  of  the 
partnership  profits. 


13-19-425. 
O.  D.  246. 

No  taxable  income  accrues  to  a  public  utility  corporation  from 
a  mere  book  entry  charging  construction  account  and  crediting  income 
account-due  to  charging  interest  on  the  company's  own  funds  used  tem- 
porarily for  construction  purposes^'as  permitted  under  the  Interstate 
Commerce  Commission's  classification ;  neither  will  the  company  be  al- 
lowed to  include  in  its  assets  such  amount  of  interest  charged  to  capital 
account  for  the  purpose  of  determining  invested  capital.  (Also  sec. 
326,  art.  881.) 


15-19-449. 
O.  D.  255. 

.  A  telephone  company  should  make  a  1918  return  for  its  ac- 
counting period,  either  calendar  or  fiscal  year,  and  all  income  appli- 
cable to  such  period  should  be  included  m  the  corporation's  return 
irrespective  of  the  portion  of  the  year  during  which  it  may  have  been 
operated  under  Government  control.  The  invested  capital  should  be 
computed  on  the  basis  of  a  12  months'  period  and  not  prorated.  (Also 
sec.  232,  art.  531,  and  sec.  326,  art.  855.) 
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(See  21-19-520;  see.  201,  art.  1541.)     Dividends  from  foreign  cor- 
poration under  1917  law. 

(See  21-19-523 ;  sec.  218,  art.  52.)     Income  accruing  to  corporation 
from  sale  made  by  incorporators  before  company  is  mcorporated. 


Section  233,  Article  M2 :  Sale  of  Capital  Stock. 

(See  11-19-391;  sec.  326,  art.  831.)  Commissions  paid  on  sale  of 
capital  stock. 

Section  233,  Article  547 :  Gross  Income  of  Corporation  13-19-406. 

in  Liquidation.  O.  D.  231. 

A  corporation  entirely  out  of  business  maintaining  its  corpo- 
rate existence  merely  for  the  purpose  of  liquidation  and  still  holding 
income-producing  investments  not  yet  due  is  required  to  file  the  in- 
come and  excess-profits  tax  returns  for  each  year  embracing  the 
liquidating  period.  The  income  received  by  the  corporation  from  its 
outstanding  investments  is  to  be  returned  for  tax  purposes.  (Also  sec. 
289,  art.  622.) 


Section  233,  Article  M9 :  Gross  Income  of  life  Insurance  20-19-514. 

Companies.  T.  D.  2899. 

(a)  Dividends  excluded  from  otoss  income. — Under  the  provisions 
of  paragraph  6.  subdivision  (b)  of  section  2  of  the  act  of  October 
8, 1913,  that  ^  lire  insurance  companies  shall  not  include  as  income  in 
any  year  such  portion  of  ai^  actual  premium  received  from  any  indi- 
vidual policyholder  as  shall  have  been  paid  back  or  credited  to  such 
individual  policyholder  within  such  year,"  a  life  insurance  company 
is  not  entitled  to  exclude  from  its  total  income  during  the  taxable 
year,  for  the  purpose  of  ascertaining  its  ctoss  income,  any  dividends 
paid  or  credited  to  policyholders  from  whom  it  did  not  receive  any 
premium  during  that  year;  and  as  to  such  policyholders  as  it  did  re- 
ceive premiums  from  that  year  it  is  entitled  to  exclude  only  such  part 
of  the  dividends  paid  to  those  policyholders  as  did  not  exceed  the 
amounts  received  from  them,  respectively,  by  way  of  premiums  dur- 
ing that  year. 

(1^)  Dividends  consisting  of  redundancies  in  previous  premium 
payments. — None  of  the  casn  dividends  paid  by  a  life  insurance  com- 
pany to  its  policyholders  which  represent  redundancies  in  previous 
premium  payments  are  deductible  from  gross  income  in  annual  tax 
returns  as  "sums  other  than  dividends  paid  within  the  year  on 
policy    ♦    ♦    ♦    contracts." 


Section  233,  Article  550:  Gross  Income  of  Foreign  Corpo-  2-19-163. 

rations.  O.  D.  109. 

A  citizen  of  the  United  States,  resident  abroad  as  agent  of  a 
domestic  corporation,  received  commissions  from  the  domestic  cor- 
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poration  and  assigned  them  to  a  nonresident  foreign  corporation  hav- 
mgno  office  or  place  of  business  in  this  countnr. 

The  foreign  corporation  will  not  be  liable  tor  income  tax  on  the 
amounts  received  rrom  the  agent  of  the  domestic  corporation  unless 
such  amounts  represent  in  fact  payments  of  profits  or  income  result- 
ing from  business  conducted  in  this  country  on  behalf  of  the  foreign 
corporation. 

The  a^ent  being  a  citizen  of  the  United  States  must  include  the 
commissions  in  his  returns  as  income,  notwithstanding  that  they  were 
assigned  to  the  foreign  corporation. 


23-19-549. 
O.  D.  294. 

The  mere  selling  of  raw  materials  in  this  country  by  a  foreign 
corporation  through  the  medium  of  a  mail-order  business  or  un- 
solicited orders,  does  not  constitute  transacting  business  within  the 
United  States  and  any  income  received  from  such  transactions  would 
not  be  subject  to  tax.    (Also  sec.  218,  art.  91.) 


SECTION  284— DEDUCTIONS  ALLOWED. 

Section  234|  Article  561 :  Allowable  Deductions. 

3-19-188. 

S-983. 

Where  a  corporation  pays dollars  in  1919,  as  liquidated  dam- 
ages, to  be  relieved  from  the  terms  of  a  contract  which  called  for 
the  delivery  of  merchandise  in  1918  and  1919,  the  loss  so  incurred  is 
deductible'  from  gross  income  for  the  year  1919  rather  than  1918. 


3-19-201. 
O.  D.  130. 

An  American  corporation  will  not  be  required  to  pay  income, 
excess  profits,  and  war  profits  taxes  on  dividends  received  from  a 
foreign  holding  company  whose  income  was  derived  entirely  from 
dividends  on  stock  or  another  American  company. 


4-19-228. 
O.  D.  146. 
A  corporation  keeping  its  accounts  on  an  accrual  basis  will  not 
be  Dermitted  to  deduct  from  gross  income  a  sum  in  anticipation 
of  the  amount  the  corporation  may  be  required  to  allow  as  cash  dis- 
count.on  accounts  due  and  payable  in  the  succeeding  year.  But  any 
amounts  so  allowed  in  the  succeeding  year  before  the  return  is  filed 
may  be  deducted  from  gross  sales  for  the  previous  taxable  year. 
(Also  art.  101.) 


(See  5-19-261;  sec.  214  (a)  12,  art.  261.)     Losses  in  inventory  and 
from  rebates. 
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(See  5-19^262;  sec.  216,  art  301.)  Taxability  of  dividends  re- 
ceived from  foreign  corporations  deriving  income  from  sources 
within  the  United  States. 


10-.19_361. 
T.  D.  2880. 

When  capital  stock  of  a  corporation  was  sold  at  a  premium,  the 
amount  of  tne  premium  receivea  may  not  be  added  to  paid  up  capital 
stock  outstandme;  at  the  close  of  the  year  in  computing  the  amount  of 
interest  deductible  under  the  Act  of  August  5, 1909. 


ia-19_^62. 
T.  B.  M.  44. 

The  problem  of  determining  reasonable  compensation  for  per- 
sonal services  is  one  of  difficulty,  in  that  there  are  few  general  rules 
which  can  be  laid  down  as  guides  to  a  decision.  Many  factors  are 
involved,  amcmg  them  being  the  character  and  amount  of  respon- 
sibility, ease  or  difficulty  of  the  work  itself,  time  required,  working 
conditions,  future  prospects^  living  conditions  of  the  locality,  indi- 
vidual ability,  technical  training,  profitableness  to  the  employer  of 
the  services  rendered,  and  the  number  of  available  i>ersons  capabla 
of  performing  the  duties  of  the  position.  These  and  other  factors 
have  a  bearing^  and  the  amount  of  weight  to  be  attached  to  each  one 
can  be  determmed  only  in  the  light  of  the  circumstances  in  each 
particular  case.     (Also  sec.  214(a)  1,  art.  105.) 


(See  11-19-377;  sec.  214(a)  .1,  ait.  101.)     Premium  on  crop  in- 
surance an  allowable  deduction. 


(See  13-19-418;  sec.  214,  art.  131.)     Allowable  deductions  from 
gross  income  of  a  corporation. 


14_19-43a 
M-2207. 

Corporations  which  erroneously  deducted  contributions  to  the 
Red  Cross  and  other  war  organizations  in  their  returns  filed  prior 
to  the  issuance  of  T.  D.  2847  need  not  file  amended  returns,  but 
should  immediately  file  with  the  collector  a  statement  showing  the 
amount  of  such  deductions  claimed,  the  amount  of  net  income  as 
reported  and  as  corrected,  and  the  amount  of  additional  tax  due  by 
reason  of  the  erroneous  claiming  of  such  deduction,  accompanied  by 
the  additional  tax  and  interest  on  the  first  and  second  installments. 
(Also  sec.  239,  art.  621.) 

# 

16-19-464. 
O.  D.  259. 

Machinery  equipment  or  other  facilities  erected  or  acquired  on 
or  after  April  6, 1917,  for  the  production  or  manufacture  of  sugar  is 
considered  as  contributing  to  the  prosecution  of  the^  war,  and  the 
cost  may  be  amortized  in  accordance  with  the  provisions  of  section 
234(a)  (8)  of  the  Revenue  Act  of  1918.    (Also  sec.  214(a)  9,  art  182.) 
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(See  17-19^69;  sec  201,  art.  1544,)     Dividends  paid  in  Liberty 
bonds  having  a  market  value  less  than  par. 


(See  17-1&-471;  sec.  214(a)  12,  art,  261.)     Inventory  loss  by  part- 
nership succeeding  a  corporation. 


20-19-515. 
S-1145. 

Deductions. — Payments  to  trustees  by  a  cemetery  company,  dur- 
ing the  taxable  year,  of  a  percentage  of  the  proceeds  of  sales  of 
cemetery  lots  set  asiae  for  a  ^'  maintenance  fund  '^  to  be  controlled 
solely  by  the  trustees  thereof  pursuant  to  a  provision  in  the  charter 
of  the  company  requiring  such  payments,  are  not  deductible  from  the 
gross  income  of  the  corporation  under  the  Act  of  August  5, 1909,  and 
the  Act  of  October  3, 1913. 

(See  22-19-534;  sec.  214,  art.  105.)  Salaries  voted  subsequent  to 
the  close  of  taxable  year. 

22-19-537. 
O.  D.  288. 

A  reserve  fund  created  out  of  the  earnings  of  a  corporation  for 
the  purpose  of  redeeming  its  preferred  stock  is  not  an  allowable  de- 
duction in  computing  the  net  income  of  the  corporation  for  tax 
purposes. 

23-19-550. 
T.  D.  2927. 

Taxes  paid  to  a  State  by  a  corporation  on  shares  of  its  stock  owned 
by  another  corporation  are  considered  additional  dividends  to  the 
latter  corporation  and,  if  reported  as  such,  may  be  deducted  as  taxes 
paid.     (Also  sec.  214,  art.  131.)     (1909  act.) 


(See  23-19-551  j  sec.  250,  art.  1002.)    Penalties  added  to  tax :  When 
deductible  as  busmess  expense. 


(See  24-19-561;  sec.  214,  art.  133.)     Assessments  under  Illinois 
laws  relating  to  drainage  districts. 


(See  26-19-595;  sec.  250,  art.  1003.)     Deduction  of  interest  on 
taxes. 


(See  26-19-597;  sec.  301,  art.  715.)     Amortization  when  part  of 
income  is  from  Government  contracts. 
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2-19-164. 
SeotioiL  234,  Artide  662 :  Bonations.  S-965. 

A  corporation  may  not  deduct  the  amount  paid  into  a  pension 
fund  for  the  benefit  of  its  employees  ih  the  ti^able  year.  This  rule 
obtains,  although  the  corporation  constitutes  itself  a  trustee  of  the 
sum  contributed  to  pay  the  income  thereof  to  its  employees,  but  re- 
serving absolute  discretion  as  to  the  selection  of  the  employees  to  be 
benefited. 


4-19-229. 
T.  D.  2847. 

Corporations  are  not  entitled  to  deduct  from  gross  income  the 
amount  of  contributions  to  religious,  charitable,  scientific,  or  educa- 
tional corporations  or  associations,  even  though  such  contributions 
may  be  made  to  the  Bed  Cross  or  other  war  activities. 


2-19-165. 
O.  D.  110. 

Donations  by  a  corporation  to  a  pension  fund  for  the  benefit  of 
its  officers  and  employees,  the  fund  being  organized  entirely  separate 
and  distinct  from  the  corporation^  having  its  own  set  of  books^  mak- 
ing its  own  investments,  and  paying  its  own  expenses,  legal  title  of 
which  does  not  remain  in  the  corporation,  are  deemed  to  be  donations 
to  a  charitable  institution  conducted  for  the  benefit  of  the  corpora- 
tion's employees  or  their  dependents,  representing  a  consideration 
for  a  benefit  flowing  directly  to  the  corporation  as  an  incident  of  its 
business,  and  are  allowable  deductions  from  gross  income  in  deter- 
mining net  income  subject  to  tax. 


Section  234(a)  2,  Article  563:  Sale  of  Capital  Stock,  2-19-166. 

Bonds,  and  Capital  Assets.  O.  D.  111. 

A  corporation  which  issued  its  bonds  at  a  discount  and  im- 
properly charged  the  discount  to  profit  and  loss  may  correct  its 
books  to  show  the  discount  treated  as  interest  paid  in  advance,  to  be 
amortized  over  the  life  of  the  bonds.  Amended  returns  reflecting 
correction  in  the  books  may  be  filed. 


1-19_99. 

Section  234(a)  3,  Article  566 :  Tax  on  Bank  Stock.  O.  D.  70. 

Trust  companies,  building  and  loan  associations,  and  State 
savings  banks  organized  under  the  laws  of  the  State  oi  Oregon,  are 
not  allowed  to  deduct  from  gross  income  taxes  paid  upon  the  value 
of  their  shares  of  stock. 


7-19-302. 
0-858. 

Where  a  corporation  is  a  stockholder  in  a  bank  or  other  cor- 
poration which  IS  re<][uired  by  law  to  pay  taxes  assessed  on  the  value 
of  its  shares  of  stock  m  the  hands  of  the  holders  or  owners,  the  stock- 
holder corporation  may  deduct  the  amount  paid  on  its  behalf,  but 
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such  taxes  are  considered  additional  dividends,  and  must  be  included 
in  dividends  received  if  the  tax  is  allowed  as  a  deduction  in  com- 
puting net  income.     (1918  act.) 


O.D.199. 

Article  566  of  Ee^lations  45  has  special  reference  to  in- 
dividual stockholders,  but  is  equally  applicable  in  the  case  of  cor- 
poration stockholders. 


Section  234(a)   10,  Artide  569:  Bequired  Addition  to  1-19-96. 

Reserve  Funds  of  Insurance  Compaoiea.  0-799. 

A  life  insurance  company  which  maintains  a  reserve  to  liqui- 
date coupons  left  with  tne  company  to  accumulate  at  interest  and 
accrued  interest  thereon  is  entitled  to  deduct  from  gross  income  in  its 
annual  tax  returns  the  net  addition  made  each  year  to  such  fund. 


8-19-202. 
0-815. 

A  law  requiring  casualty  companies  to  establish  certain  re- 
serves is  to  be  construed  as  applying  to  companies  issuing  exclusively 
health  and  accident  policies,  unless  the  terms  of  the  law  are  such  as 
to  indicate  they  are  not  to  be  included  in  that  term,  or  unless  they  lire 
held  not  to  be  included  in  that  term  by  the  courts  of  the  jurisdiction 
in  which  that  law  was  promulgated. 


SECTION  235— ITEMS  NOT  DEDUCTIBLE. 

Section  235,  Article  581 :  Items  Not  Deductible. 
(See  11-19-391;  sec.  326,  art.  831.)     Commissions  on  sale  of  stock. 


SECTION  236— CREDITS  ALLOWED. 

Section  236,  Article  591 :  Credits  Allowed. 

(See  23-19-551;  sec.  250,  art.  1002.)     Amounts  added  to  tax  as 
penalties  not  to  be  considered  as  credits. 


SECTION  237— PAYMENT  OP  TAX  AT  SOURCE. 

Section  237,  Article  001:  Withholding  in  the  Case  of  2-19-167. 

ITonresident  Foreign  Coiporations.  O.  D.  112. 

Amounts  paid  to  a  nonresident  alien  corporation  not  having  an 
office  or  place  of  business  in  United  States  as  compensation  for  orders 
secured  oy  it  from  foreign  customers  for  export  booked  through  such 
nonresident  alien  corporation  are  held  not  to  be  income  from 
sources  within  the  United  States  and  not  subject  to  withholding* 
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7-19-303. 
T.  B.  R  29. 

Tlie  tax  should  be  withheld  on  payments  by  an  American  cot- 
poration  to  a  nonresident  foreign  corporation  having  no  office  or 
place  of  business  within  the  United  States,  representing  royalties  for 
the  use  of  a  patent,  regardless  of  whether  the  amount  paid  is  an 
agreed  sum  or  is  contingent  on  profits  earned.  The  entire  royalty, 
if  not  unreasonable,  may  be  taken  as  a  deduction  by  the  American 
corporation. 

27-ld-605. 
O.  D.  323. 

If  a  foreign  bank  establishes  a  branch  in  this  country  no  with- 
holding is  required. 

(See  28^19-616;  sec.  240,  art.  636.)  Withholding  in  the  case  of 
interest  credited  by  a  domestic  corporation  to  a  foreign  subsidiary 
corporation. 

11-19-387. 
O.  D.  221. 

Where  a  nonresident'  alien  corporation  not  having  an  office  or 
place  of  business  within  the  United  States,  purchases  through  an 
agent  in  this  country  bank  acceptances  at  a  certain  rate  of  discount 
and  sells  such  acceptances  through  that  agent  or  some  other  agent, 
for  a  price  ^'eater  than  the  price  for  which  purchased,  the  amount  of 
income  received  as  a  result  of  the  transaction  represents  income  from 
sources  within  the  United  States.  The  amount  received  from  the 
sale  in  excess  of  the  purchase  price  is  based  on  interest  as  accrued; 
such  interest  is  therefore  held  to  come  within  the  provisions  of  fixed 
or  determinable  income  and  is  subject  to  withholaiag^  at  the  rate  of 
10  per  cent  when  paid  to  a  nonresident  alien  corporation  not  having 
an  office  or  place  of  business  in  the  United  States  and  8  per  cent  when 
paid  to  a  nonresident  alien  individual. 


SECTION  238— CREDIT  FOR  TAXES. 

4-19-230. 
Section  238(a),  Article  611 :  Credit  for  Foreign  Taxes.  O.  D.  147. 

Taxes  imposed  and  required  by  a  foreign  government  to  be 
paid  on  the  basis  of  dividends  declared  by  corporations  under  its 
laws  are  taxes  on  the  income  of  the  individual  stockholders  in  pro- 
portion to  the  amount  of  stock  held.  A  United  States  corporation 
owning  stock  in  a  foreign  corporation  taxed  on  this  basis  should  re- 
port in  its  return  of  annual  net  income  for  the  year  in  which  received 
its  pro  rata  share  of  the  entire  dividend  declared,  and  would  be  en- 
titled to  a  credit  of  the  amount  of  the  tax  paid  by  the  foreign  cor- 
poration to  the  foreign  government  in  its  benalf ,  in  accordance  with 
the  above  provision  of  law. 

On  the  other  hand,  taxes  imposed  by  a  foreign  government  on  the 
net  income  of  corporations  organized  under  its  laws  are  not  taxes  to 
the  individual  stockholders,  But  to  the  corporation  itself,  and  no 
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part  thereof  would  be  a  proper  credit  in  the  return  of  annual  net 
income  of  the  recipient  United  States  corporation,  which  would  be 
taxable  on  the  entire  amount  of  the  dividend  received. 


(See  11-19-388;  sec.  240,  art.  636.)  When  domestic  corporation 
controlling  foreign  corporation  may  deduct  foreign  taxes  assessed 
against  foreign  corporations. 


(See  12-19-«)7;  sec  222.  art.  383.)     Conditions  of  allowance  of 
credit  for  foreign  taxes  withheld  by  foreign  corporation. 


SECTION  239— CORPORATION  RETURNa 

1-19^100. 
Seetion  238,  Article  621 :  Corporation  Setuiui.  O.  D.  71. 

Though  the  income  tax  return  of  a  corporation  filed  in  accord- 
ance with  the  Bevenue  Act  of  1917  for  a  fiscal  year  ended  in  1918 
shows  a  loss,  the  corporation  will  nevertheless  be  required  to  file  a 
supplementary  return  in  accordance  with  the  Bevenue  Act  of  1918 
for  such  fiscal  year. 

2-19-169. 
O.  D.  113. 

A  corporation  may  submit  amended  returns  for  previous  years 
when,  through  wrong  accounting  practice,  capital  charges  have  been 
made  to  income.  An  affidavit  should  be  attached,  explaining  the 
changes  made  by  such  amended  returns  in  the  amounts  shown  on 
the  original  return,  and  explaining  why  the  original  returns  were 
not  properly  prepared  and  the  object  of  the  company  in  preparing 
amended  returns.  Such  amended  returns  will  be  accepted  only  when 
the  erroneous  charge  can  be  specifically  pointed  out  and  the  facts 

Siroven.    The  Internal  Revenue  Bureau  reserves  the  right  to  penalize 
or  the  making  of  false  returns  in  the  past. 


2-19-168. 
S-972. 

Where  articles  of  incorporation  are  filed  under  the  laws  of 
Kentucky  and  business  is  transacted  in  the  corporate  name  a  return 
of  income  received  from  such  business  should  be  rendered  for  the 
corporation  although  its  organization  as  a  corporation  has  not  been 
perfected  in  the  manner  required  by  law. 


4-19-231. 
O.  D.  148. 

The  proper  officers  of  a  corporation  that  has  been  taken  over 
by  the  Alien  Property  Custodian  should  file  a  return  of  income  and 
excess  profits  for  the  corporation  up  to  the  time  the  property  was 
taken  over  by  the  Alien  Property  Custodian. 
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The  board  of  directors  appointed  by  the  Alien  Property  Custodian 
is  not  required  to  render  a  return  of  net  income  for  the  corporation 
while  in  control  of  the  Alien  Property  Custodian.     (Also  art  446.) 


(See  14:-lft-438;  sec.  234,  art.  661.)  Corporations  may  file  state- 
ment in  place  of  amended  return  when  deductions  for  contributions 
were  taken  on  original  return  filed  prior  to  the  issuance  of  Treasury 
Decision  2847. 


1-19-102. 
Section  239,  Article  622:  Setuma  by  Beceivera.  O.  D.  73. 

A  receiver  should  prepare  and  file  a  corporate  return  of  annual 
net  income  and  excess  profits  for  the  entire  taxable  year,  including 
therein  the  gross  income  received  by  the  corporation  prior  to  the 
time  of  the  receiver's  appointment  and  also  the  gross  income  received 
under  the  supervision  or  the  receiver. 


2-19-170. 
O.  D.  114. 

A  receiver  liquidating  the  assets  of  an  insolvent  bank  is  required 
to  file  a  return  for  the  bank,  but  in  view  of  the  fact  that  the  bank 
is  insolvent  and  will  have  no -tax  to  pay  (see  Act  of  Mar.  1,  1879. 
«ec.  22),  the  return  may  contain  a  statement  to  that  effect  in  lieu  oi 
the  data  ordinarily  required  in  the  return. 

(Section  22,  Act  of  March  1,  1879,  provides  that  no  tax  shall  be 
assessed  or  collected  or  paid  into  the  Treasury  of  the  United  States 
on  account  of  an  insolvent  bank  which  shall  diminish  the  assets 
thereof  necessary  for  the  full  payment  of  all  its  depositors.) 


6-19-280. 
0863. 
Income  received  by  assignees  appointed  b^  a  corporation  to  liq- 
uidate its  property  and  business  over  a  period  of  years,  who  have 
full  power  of  control  and  management  thereof,  is  taxable.  This  is 
true  although  the  business  conducted  by  the  trustees  in  the  process 
of  liquidation  is  not  the  business  which  the  corporation  originally 
started  to  conduct.  This  rule  applies  to  all  income  received  oy  the 
trustees,  including  interest  on  bank  deposits,  interest  upon  derorred 
payments,  and  gains  upon  sales  of  real  property. 


(See  12-19-406;  sec.  233,  art.  547.)     Return  of  income  received 
from  investments  by  corporation  in  liquidation. 


Section  239,  Article  626 :  Betums  for  Fractional  Fart  31-19-650. 

of  Tear.  O.  D.  352. 

If  a  domestic  corporation  for  any  reason  files  an  income  tax  re- 
turn for  a  period  less  than  a  year,  the  credit  provided  in  section 
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236  (c)  of  the  Bevenue  Act  of  1918  should  be  reduced  to  such  pro- 
portion of  the  full  credit  as  the  number  of  months  covered  by  the 
return  bears  to  twelve  months. 


SECTION  240-X}ONSOLIDATED  RETURNS. 

Section  240,  Article  632:  Consolidated  Betunu. 

(See  6-19-286;  sec.  330,  art.  933.)  Partnership  upon  becoming  a 
corporation. 

Section  240,  Article  633:  When  Corporations  are  Affili-  7-19-304. 

ated.  T.  B.  M.  32. 

If,  on  account  of  the  disparity  of  holdings  of  the  stockholders 
in  the  corporations,  the  Bureau  would  be  unable  to  compel  such  cor- 
porations, seeking  to  file  a  consolidated  return,  to  pay  a  tax  based 
upon  a  consolidated  return,  provided  the  corporations  failed  to  pay 
such  tax  voluntarily,  the  corporations  should  not  be  permitted  to  file 
a  consolidated  return.  Corporations  should  not  be  permitted  to  do 
that  which  they  could  not  be  required  to  do. 


16-19-465. 
T.  B.  R.  52. 

The  application  to  make  a  consolidated  return  was  denied  in 
the  case  of  two  companies  in  one  of  which  24.26  per  cent  of  the 
stock  of  the  first  company  was  owned  by  individuals  wno  held  no  stock 
whatever  in  the  second  company,  and  more  than  6  per  cent  of  the 
stock  of  the  second  company  was  held  by  individuals  who  held  no 
stock  in  the  fii^t  company.  Such  a  division  of  ownership  can  not 
be  considered  either  under  the  statute  or  the  regulations  as  a  case  in 
which  substantially  all  of  the  stock  of  two  or  more  corporations  is 
owned  or  controlled  by  the  same  interests. 


Section  240(c),  Article  636:  Domestic  Corporation  Affili-  11-19-388. 

ated  with  Foreign  Corporation.  T.  B.  R.  36. 

A  domestic  corporation  owning  a  majority  of  the  voting  stock 
of  a  foreign  corporation  is  not  entitled  to  credit  for  taxes  paid  by 
such  foreign  corporation  to  any  foreign  country  or  possession  of  the 
United  States  which  are  not  actually  paid  within  the  taxable  year 
of  the  domestic  corporation.    (Also  sec.  238,  art.  611.) 


28-19-616. 
O.  D.  330. 

A  domestic  corporation  owning  a  majority  of  the  stock  of  for- 
eign corporations  should  include  in  its  income-tax  return  any 
amounts  of  interest  debited  to  its  foreign  subsidiaries,  but  it  may 
claim  as  a  deduction  any  amount  of  interest  credited  to  such  sub- 
sidiaries. The  domestic  corporation  should  also  withhold  and  pay 
to  the  Government  a  tax  equal  to  10  per  cent  of  the  amount  of  the 
interest  credited  to  its  foreign  subsidiaries.    (Also  sec.  237,  art.  601.) 
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SECTION  250— PAYMENT  OF  TAXES. 

1-19-15. 
Beotion  250(a),  Article  1001 :  Time  for  Payment  of  Tax.  S-920. 

Treasury  Decision  2797,  prescribing  the  time  when  additional 
amounts  of  tax  owing  by  a  taxpayer  whose'  return  for  the  taxable 
year  1918  was  on  a  fiscal  year  basis  should  be  paid,  is  valid  and  not  m 
conflict  with  the  provisions  of  the  Revenue  Act  of  1918. 


(See  26-19-599;  sec.  828,  art.  914.)  Payment  of  tax  in  special 
cases  when  tax  in  first  instance  not  computed  in  accordance  with 
article  912. 


Section  250,  Article  1002:  Payment  of  Tax  When  Ho  20-19-516. 

Proper  fietnm.  S-1156. 

Where  a  former  resident  of  the  United  States  now  residinj^  in 
British  Columbia  fails  to  file  his  return  for  1918  and  refuses  to  ffle  a 
return  upon  demand  of  the  American  consul  in  that  country,  the  com- 
missioner should  make  a  return  for  him  from  such  information  aa 
he  can  obtain,  and  if  no  property  is  found  in  this  country  which  will 
satisfy  the  tax  due,  but  a  judgment  for  the  amount  of  tax  due  could 
be  satisfied  out  of  property  held  by  the  taxpayer  in  British  Colum- 
Wa,  recourse  may  be  had  in  the  courts  of  that  country  for  the  collec- 
tion of  the  tax. 


23-19-^5L 
0-926. 
Addition  to  tam  for  delinquency  or  fr<md. 

(a)  The  addition  to  tax  authorized  to  be  assessed  by  section  8176, 
Revised  Statutes,  as  amended,  on  delinquent  or  false  and  fraudulent 
returns  is  to  be  considered  a  penalty  and  not  a  tax  except  for  pur- 
poses of  collection. 

(b)  Such  an  addition  to  tax  made  on  excess  profits  tax  returns  is 
not  an  allowable  credit  in  arriving  at  the  n^  income  subject  to 
normal  income  tax. 

(c)  The  p^ayment  of  such  an  addition  to  tax  is  not  to  be  disallowed 
as  a  deduction  from  gross  income  in  obtaining  net  income  on  the 
ground  that  it  is  a  part  of  the  income  or  profits  tax  within  the  provi- 
sions of  law  forbidding  the  deduction  irom  gross  income  of  those 
taxes. 

(d)  The  payment  of  an  addition  to  tax  for  delinquency  in  filing  a 
return  may  be  deducted  from  gross  income  as  a  business  expense  when 
such  an  addition  to  tax  is  an  incident  to  carrying  on  a  business  or 
trade.  The  payment  of  an  addition  to  tax  upon  a  false  or  fraudulent 
return  may  not  ordinarily  be  deducted  from  gross  income  as  a  busi- 
ness expense  and  may  never  be  deducted  in  the  case  of  an  individual 
who  himself  was  guilty  of  making  a  fraudulent  return.  (Also  sec 
214,  art.  101 ;  sec.  234,  art.  561 ;  sec.  236,  art.  591.) 
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1-19-106. 

Seetion  260(e),  Article  1008:  Interest  on  Tax.  O.D.74. 

Any  deficiency  in  the  first  installinent  of  tax  as  shown  by  the 
completed  return  must  be  paid,  together  with  interest  thereon  from 
March  15  at  the  rate  of  one-half  of  1  per  cent  per  month,  at  the  time 
of  filing  such  return,  and  a  further  sum  sufficient  with  any  amounts 
already  paid,  exclusive  of  interest,  to  equal  one-half  of  the  tax  shown 
by  the  completed  return  must  be  paid  on  or  before  June  15. 


4-19^282. 
O.  D.  149. 

When  it  is  found  upon  filinjg  a  complete  return  that  the  first 
installment  of  tax  was  underestunated  at  the  time  of  filing  a  tenta- 
tive return,  interest  on  the  amount  by  which  the  tax  was  under- 
estimated must  be  collected,  irrespective  of  amount. 


18-19-426. 

0-884. 

(a)  Where  interest  is  collectible  at  the  rate  of  1  per  cent  per 
month  from  the  due  date  interest  must  be  collected  for  tne  fractional 
part  of  a  month  where  the  tax  is  not  paid  within  10  days  from  notice 
and  demand  for  payment. 

(b)  Under  sections  502,  504,  629,  908,  and  905  interest  is  collectible 
at  the  rate  of  1  per  cent  for  each  full  month,  and  fractional  parts  of 
a  mcmth  must  be  disregarded. 

(c)  Interest  is  collectible  from  the  month  tax  becomes  due. 


18-19-427. 
O.  D.  247. 

In  the  case  of  rejected  claims  for  abatement  filed  for  taxes  due 
for  years  prior  to  1918,  interest  may  be  collected  at  the  rate  of  1  per 
cent  per  month;  for  1918  and  subsequent  years  at  the  rate  of  one-half 
of  1  per  cent  per  month;  when  based  on  inventory  losses  the  interest 
should  be  collected  at  the  rate  of  1  per  cent  per  month. 


26-19-595. 
O.  D.  819. 

Interest  paid  or  accrued  under  the  provisions  of  section  250  of 
the  Kevenue  Act  of  1918  is  deductible  under  the  provisions  of  section 
214(a)  or  section  284(a)  (2)  in  computing  net  income.  The  word 
'^interest,"  referred  to  in  section  250(a),  is  synonymous  with  that  in 
section  8184,  Bevised  Statutes,  and  may  be  treated  as  a  deductible 
item  of  expense.     (Also  sec.  214,  art.  101,  par.  7;  sec.  284,  art.  561.) 


Seotion  250,  Article  1004:  Penalty  for  Failure  to  File  8-19-204. 

Betiiin.  0-818. 

Where  the  attendant  and  surrounding  circumstances  have  a  ten- 
dency to  cast  doubt  and  suspicion  upon  a  taxpayer,  a  plea  of  mere 
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ignorance  is  not  sufficient  to  constitute  a  reasonable  cause  for  failure 
to  make  and  file  a  return  within  time  prescribed  by  law  for  the  pur- 
pose of  being  relieved  of  the  pfenalty. 


7-19-306. 
X.  B.  K.  81. 

Penalties  for  delinquencies  in  filing  supplemental  tax  returns 
for  fiscal  years  ending  m  1918  should  be  imposed  upon  corporations 
as  for  delinquencies  in  filing  tax  returns  for  the  calendar  year  1918, 
subject  to  such  modifications  in  cases  of  compromises  as  may  seem  to 
be  warranted  by  the  circumstances. 


Section  2S0,  Article  1006:  Penalty  for  TTnderstated  Be-  1-19-105. 

turn.  S-926. 

A  taxpayer  who  filed  a  return  of  income  which  did  not  include 
profit  on  the  sale  of  certain  corporate  stock  and  in  reply  to  an  in- 
quiry b^  an  examining  officer  stated  that  he  had  not  made  any  money 
on  outside  investments  during  the  year,  but  in  reply  to  a  direct 
inquiry  in  regard  to  the  sale  of  the  stock,  based  on  confidential  infor- 
mation, admitted  the  sale,  but  made  no  explanation  of  his  failure  to 
include  the  profit  on  the  sale  in  his  return  for  the  taxable  year,  is  held 
to  have  filed  a  false  and  fraudulent  return  for  the  purpose  of  evading 
taxation  and  the  100  per  cent  additional  tax  should  be  assessed.  (1913 
act.) 

Section  260,  Article  1006:  Penalty  for  Honpayment  of         18-19-486. 
Tax.  O.  D.  270. 

The  charge  of  $5  is  to  be  added  as  a  part  of  the  tax  when  a 
warrant  of  distraint  is  served  irrespective  or  the  fact  that  the  delin- 
quent may  be  the  estate  of  an  insane,  deceased,  or  insolvent  person. 


24-19-676. 

O.  D.  3M. 

The  penalty  of  $5  added  as  a  part  of  the  tax  where  a  warrant 

of  distraint  is  served,  is  applicable  only  to  income,  war  profits,  and 

excess  profits  taxes. 

25-19-688. 

O.  D.  813. 

In  cases  where  delinquent  returns  are  filed  and  the  total  tax  is 

paid  at  the  time  of  filing,  the  penalty  of  5  per  cent  and  interest  at  the 

rate  of  1  per  cent  per  month  aoes  not  attach. 


Section  260(e),  Article  1007:  Notice  and  Demand  12-19-408. 

of  Payment.  O.  D.  238. 

(1)  Under  section  250  (a),  if  any  installment  is  not  paid  when  due 
the  whole  tax  unpaid  shall  become  due  and  payable  upon  notice 
and  demand  by  the  collector.    It  will  be  seen,  therefore,  that  indi- 
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viduals  who  filed  their  returns  without  making  payment  of  at  least 
one-fourth  of  the  amount  should  receive  a  notice  on  Form  21,  cover- 
ing the  correct  amount  of  the  first  installment,  which  carries  interest 
&om  the  date  on  which  return  should  have  been  filed  up  to  the  date 
on  which  payment  is  made. 

They  should  also  receive  a  Form  17,  notice  and  demand  for  the 
amount  covered  by  the  second^  third,  and  fourth  installments,  and 
an  additional  Form  21,  covermg  such  amount,  if  the  total  is  not 
paid  within  10  days.  Such  taxpayers  will  not  be  entitled  to  the 
installment  privileges  and  payment  privileges  and  payment  should 
be  demanded  in  full,  as  indicated  above. 


1-19-107. 
SeotioiL  250,  Article  1008 :  Collection  of  Tax  by  Suit.  O.  D.  75. 

If  a  corporation  in  process  of  dissolution  does  not  reserve 
sufficient  funds  to  pay  any  income  tax  assessed  against  it,  the  liability 
for  the  amount  of  tax  remaining  unpaid  attaches  to  the  individual 
stockholders  and  if  necessarv  legal  proceedings  may  be  instituted 
against  ihem  for  collection  oi  the  tax. 


4-19-235. 
0-«33. 

The  five-year  limitation  on  assessment  and  suit  contained  in 
section  250  (d)  applies  only  to  taxes  due  under  the  Revenue  Act  of 
1918. 

Section  252  does  not  operate  so  as  to  take  away  the  rights  which 
a  taxpayer  has  under  section  3228,  Revised  Statutes,  to  me  a  claim 
for  refund  within  two  years  after  the  time  the  cause  of  action  ac- 
crued. 

The  five-year  limitation  in  section  252  does  not  apply  to  claims  for 
abatement. 

12-19-409. 
O.  D.  234. 

Where  it  is  discovered  that  further  taxes  for  1913  and  other 
years  prior  to  1918  are  due  from  individuals  and  the  discovery  is  not 
made  until  after  three  years  from  the  date  the  returns  for  such  years 
were  due,  amended  returns  or  waivers  should  be  secured,  as  hereto- 
fore, in  order  that  the  further  taxes  due  may  be  assessed  and  collected 
without  the  necessity  of  instituting  suit  against  the  taxpayers. 
(Also  sec.  1400.) 

Section  250,  Article  1018 :  Declaration  of  Termination  of  3-19-205. 

Taxable  Period.  O.  D.  131. 

An  alien  who  desires  to  depart  from  the  United  States  is  required 
to  submit  to  the  proper  official  a  certificate  signed  either  by  the 
collector  of  internal  revenue  for  the  district  in  which  he  last  re- 
sided or  for  the  district  in  which  the  port  of  embarkation  is  lo- 
cated, stating  that  the  collector  has  satisfied  himself  that  the  alien 
has  complied  with  all  tax  oblijgations  with  respect  to  income  accruing 
up  to  the  end  of  the  month  just  preceding  the  date  of  the  issuance 
01  the  certificate. 
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lS-19-42». 

M-2196. 

Uniform  procedure  for  collecting  income  tax  from  aliens  seeking 
passa^  abroad: 

1.  Aliens  who  desire  to  depart  from  this  country  should  satisfy  all 
income  tax  obli^tions. 

2.  In  computing  the  tax  liabilitjr  of  any  person  whose  taxable 
period  is  terminated  in  accordance  with  section  250  (g),  the  taxpayer 
is  entitled  to  the  same  personal  exemption  and  credit  for  dependents 
as  he  would  have  been  entitled  to  had  the  return  b^n  prepared  foi 
the  full  taxable  year.    (See  art.  lOlSj^leff.  No.  45.) 

3.  If  any  income  tax  has  been  withheld  from  wages  or  other  income 
of  an  alien,  credit  therefor  should  be  given  to  the  taxpayer  when  com- 
pliting  the  balance  of  income  tax  due  the  United  States  Government. 

4.  An  alien,  who  is  a  resident  for  income  tax  purposes  during  the 
year  1918  but  decides  in  1919  te  return  to  his  native  country,  should 
be  classified  as  a  nonresident  alien  for  the  taxable  period  of  1919. 

5.  An  alien  appearing  before  the  collector  of  internal  revenue 
should  be  questioned  as  U>  his  earnings  for  1916, 1917, 1918,  and  1919, 
and  Form  1040C  should  be  executed  m  duplicate  by  the  alien,  and  the 
certificate  of  compliance  signed  by  the  collector. 

6.  An  American  citizen  applying  for  a  sailing  permit  should 
satisfy  the  internal  revenue  agent  in  charge  that  he  had  paid  all  in- 
stallments of  income  tax  due  up  to  the  date  of  departure  and  has 
made  arrangements  for  the  payment  of  future  installments  as  they 
become  due. 

7.  The  examination  of  aliens  in  the  collector's  office  should  be  in 
charge  of  one  man  thoroughly  qualified  as  to  the  tax  liability  of 
aliens,  whether  resident  or  nonresident,  and  the  exemption  to  which 
entitled. 

8.  Steamship  officials  will  require  persons  applying  for  overstamp- 
ing  of  tickets  to  produce  a  sailing  permit  signed  by  the  proper  in- 
ternal revenue  omcer. 

9.  In  cases  where  an  alien  has  failed  to  appear  before  the  collector 
of  internal  revenue  for  his  district  prior  to  seeking  passage  to  a 
foreign  country,  it  will  be  necessary  for  him  to  ai)pear  before  the  col- 
lector of  internal  revenue  for  the  district  in  which  the  port  of  em- 
barkation is  located  in  order  to  satisfy  his  income  tax  obligations. 


18-19-487. 
O.  D.  271. 

The  instructions  issued  in  IT-MIM  2195  (13-19-429:  sec.  250,  art. 
1013)  and  other  instructions  issued  with  respect  to  departing  aliens 
are  not  applicable  to  representatives  of  foreign  countries  bearing 
diplomatic  passports. 

27-19-^06. 
O.D.324. 
Certificates  of  compliance  with  income  tax  obligations  may  be 
procured  either  from  the  office  of  a  collector  of  internal  revenue  or 
from  the  branch  office  of  the  collector  within  the  same  collection  dis- 
trict. The  deputy  collector  or  revenue  agent  acting  for  the  collector 
will  issue  the  certificates. 
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28-19-617. 
O.  D.  331. 

Aliens  having  a  status  as  residents  of  the  United  States  and  de- 
siring to  leave  the  United  States  temporarily  will  be  required  to 
show  that  all  income  tax  obligations  for  the  taxable  year  and  ]prior 

J  ears  to  the  date  of  departure  have  been  satisfied,  and  that  provision 
as  been  made  for  payment  of  subsequent  installments  of  tax  as  they 
come  due;  also  that  arrangements  have  been  made  for  filing  of  re- 
turns and  payment  of  tax  for  the  succeeding  year,  should  their  ab- 
sence extend  beyond  the  time  for  filing  such  returns  and  paying  the 
tax. 

28^19-618. 
O.  D.  332. 

For  the  purpose  of  the  Revenue  Act  of  1918,  the  Virgin  Islands 
are  to  be  regarded  as  foreign  territory.  Bulings  relative  to  citizens 
and  aliens  departing  from  me  United  States  are  therefore  applicable 
to  persons  who  plan  to  go  to  those  islands,  but  citizens  of  the  Virgin 
Islands  who  reside  in  the  United  States  and  plan  to  go  to  the  islands 
are  to  be  treated  in  the  same  manner  as  citizens  of  the  United  States 
in  the  matter  of  satisfying  income  tax  obligations  to  the  United 
States  before  departing  from  this  country. 


SECTION  251— RECEIPTS  FOR  TAXES. 

Section  261,  Article  1021 :  Receipts  for  Tax  Fay-  8-19^32. 

mcnts.  T.  D.  2874. 

1.  Receipts  to  taxpayers — ^Duty  to  issue :  The  fact  that  section  251 
of  the  act  of  February  24, 1919,  requires  that  full  written  or  printed 
receipts  be  issued  to  taxpayers  only  on  request  therefor  does  not  limit 
the  collector's  mandatory  duty  to  issue  them  when  requested  and 
does  not  fail  to  make  them  documents  required  to  be  issued  when- 
ever requested,  and  the  receipts  are  plainly  documents  required  to  be 
issued  by  such  section. 

2.  Same — Simulation  or  fraudulent  execution:  Such  receipts  are 
documents  required  by  provisions  of  the  internal  revenue  laws  and 
by  a  regulation  made  in  pursuance  thereof,  within  the  meaning  of 
section  3451,  Eeyised  Statutes,  making  it  an  offense  to  simulate  or 
falsely  or  fraudulently  execute  or  sign  any  document  required  by  the 
internal  revenue  laws,  or  any  regulation  made  in  pursuance  thereof, 
or  to  procure  the  same  to  be  falsely  or  fraudulently  executed,  or  to 
advise,  aid  in,  or  connive  at  such  execution  thereof. 

3.  Same — Blanks :  The  offense  may  be  committed  either  where  the 
receipt  itself  is  a  genuine  receipt  of  the  kind  kept  for  that  purpose  in 
the  office  of  the  internal  revenue  collector,  but  signed  by  tne  defend- 
ant without  authority,  or  where,  even  ii  not  a  blank  of  the  kind 
required  to  be  kept,  the  blank  itself  is  simulated  or  falsely  or  fraudu- 
lently executed  and  issued  by  a  person  who  has  no  power  or  authority 
to  do  so. 

4.  Same — ^Income  tax  receipts:  Where  defendant  was  charged  with 
violating  section  3451,  Revised  Statutes,  in  that  he  falsely,  fraudu- 
lejitly,  etc.,  simulated  and  executed  and  advised,  aided  in,  and  con- 
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nived  at  the  execution  of  certain  income  tax  receipts  required  by 
section  251  of  the  act  of  February  24,  1919,  to  be  given  when  re- 
quested, what  defendant  told  the  persons  who  paid  the  money  is  not 
material,  nor  is  the  question  whether  or  not  such  persons  were  sub- 
ject to  the  payment  of  an  income  tax,  or  to  assessment  and  levy  of 
such  tax. 

SECTION  252— REFUNDS. 

Seotion  262,  Artiole  1032 :  Claims  for  Abatement  of  31-19-652. 

Taxes  Erroneously  Assessed.  0-957 

It  is  within  the  discretion  of  a  collector  of  internal  revenue  to 
require  a  bond  as  a  condition  of  the  suspension  of  the  collection  of  the 
tax  where  a  claim  for  abatement  of  the  tax  has  been  filed. 

Only  an  amount  of  income,  war  profits,  or  excess  profits  tax  which 
has  been  actually  found  to  have  oeen  paid  in  excess  of  what  was 
properly  due,  can  be  credited  against  income,  war  profits,  or  excess 
profits  taxes  due  from  the  taxpayer  under  any  other  return. 


Section  262,  Article  1036 :  Claims  for  Eef and  of  Taxes  Erroneously  Col- 
lected. 

(See  7-19-310;  sec.  335(c).)     Excess  profits  tax  paid  by  partner- 
ships with  respect  to  income  received  durmg  1918  should  be  refunded. 


8-19-83S, 
T.  D.  2871. 

T.  D.  2871  amends  article  1036,  Regulations  45,  as  follows : 
The  last  two  sentences  are  to  be  replaced  by  the  following : 

In  certain  cases  of  overpayment  by  taxpayers  the  coUector  may  repay  tbe 
excess  after  allowance  by  the  Commissioner  of  a  claim  for  refund  made  by 
the  collector  on  Form  751.  The  cases  In  which  refund  is  made  through  collec- 
tors are  covered  by  specific  provisions  not  herein  incorporated.  The  Commis- 
sioner has  no  authority  to  refund  on  equitable  grounds  penalties  legally  col- 
lected. 


18-19-488. 
O.  D.  472. 
When  a  claim  for  refund  is  filed  by  aliens,  resident  or  nonresi- 
dent, on  Form  46,  a  copy  of  the  form  upon  which  the  alien  was 
assessed  and  taxed  should  be  attached  to  Form  46. 


(See  30-19-643;  sec.  223,  art.  401.)  Claim  for  refund  of  tax  paid 
in  advance  or  on  the  basis  of  a  tentative  return  when  correct  net  in- 
come insufficient  to  require  a  return. 


Section  262,  Article  1037 :  Suits  for  Eecovery  of  Taxes  9-19-347. 

Erroneously  Collected.  T.  D.  2882  (2) . 

Sums  due  the  United  States  are  a  valid  offset  as  against  amount 
found    due  taxpayer   in    suit   against    collector,   though    included 
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therein  are  items  which  the  Commissioner  of  Internal  Revenue  did 
Dot  claim  to  be  due  the  United  States  when  considering  the  return 
for  assessment  purposes. 


SECTION  253— PENALTIES. 

1-1&-108. 
Section  S58,  Article  1041:  Specific  penalties.  S-931. 

The  giving  of  instructions  or  advice  with  the  purpose  and  in- 
tent of  inducing  persons  liable  to  make  income  returns  or  pay  income 
tax  to  refrain  from  making  such  returns  or  paying  such  tax  is  an 
attempt  to  defeat  the  tax  within  the  meaning  of  the  statute,  and 
those  giving  such  instructions  or  advice  are  amenable  thereto. 


6-19-282. 
O.  D.  168. 

If  a  citizen  about  to  leave  the  United  States  willfully  refused 
to  pay  such  tax  as  was  properly  due,  he  might  be  arrested  and  de- 
tained for  the  purpose  of  facing  prosecution  criminally  for  a  viola- 
tion of  section  258  of  the  Revenue  Act  of  1918.  Furthermore,  the 
district  courts  of  the  United  States,  at  the  instance  of  the  United 
States,  are  invested  with  jurisdiction  to  make  and  issue  writs  and 
orders  of  injunction  and  ne  exeat  republica  and  such  orders  and 
process  as  may  be  necessary  or  appropriate  for  the  enforcement  of 
the  provisions  of  the  Revenue  Act  of  1918.  (Sec.  1818.)  With  re- 
spect to  these  provisions  a  citizen  departing  is  in  no  different  position 
from  a  citizen  continuing  in  the  United  States — ^the  act  being  enforce- 
able alike  against  taxpayers  continuing  in  the  United  States  and  tax- 
payers departing  from  the  United  Stetes. 


18-19-430. 
0-898. 

Neither  partnerships  nor  individuals  when  in  default  in  con- 
nection with  the  excess  profits  tax  law  are  subject  to  the  penalties 
I)rovided  in  section  1004  of  the  Revenue  Act  of  1917.  The  ad  va- 
orem  penalty  attached  for  failure  to  make  returns  is  60  per  cent. 
(1917  law  only.) 


SECTION  256— INFORMATION  AT  SOURCE. 

Section  256,  Article  1071 :  Eetnm  of  Information  as  to  18-19-489. 

Payments  of  $1,000.  O-907. 

Section  3167  of  the  Revised  Statutes  as  amended  by  section 
1317  of  the  Revenue  Act  of  1918  is  applicable  to  any  income  return, 
including  returns  made  on  Forms  1096  and  1099. 

Where  a  corporation  or  its  representatives  fail  to  supply  or  make 
proper  returns  of  information  called  for  under  section  256  of  the 
Revenue  Act  of  1918,  the  penalties  provided  for  under  section  268  of 
said  act  may  be  invoked. 
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Section  266,  Article  1074:  Cases  Where  no  Setnm  of  2-19-172. 

Information  Beqnired.  O.  D.  115. 

Where  a  lease  provides  for  a  payment  of  rental  in  crop  shares,  the 
landlord  and  tenant  sharing  proportionately  the  expenses,  such  pay- 
ments are  not  fixed  or  determinable  and  need  not  be  reported. 


Section  266,  Article  1076:  Betom  of  Information  as  to  1-19-110. 

Payments  to  Nonresident  Aliens.  O.  D.  76. 

Form  1099  is  required  in  case  of  payment  to  a  nonresident  alien 
partnership  of  interest  on  bank  deposits  if  the  interest  amounts 
to  $1,000  or  more. 


6-19-263. 
O.  D.  162. 

In  cases  where  a  foreign  corporation  is  the  registered  owner 
of  stock  of  a  domestic  corporation  and  the  actual  owner  is  a  non- 
resident alien  individual  or  partnershijp,  disclosure  of  actual  owner- 
ship should  be  made  on  Form  1087,  revised,  in  order  that  a  domestic 
corporation  required  to  render  a  return  of  information  as  to  divi- 
dends in  accordance  with  section  254  of  the  act  may  have  at  its  dis- 
posal information  as  to  actual  ownership  of  the  stock.  The  foreign 
corporation  as  the  re^stered  holder  is  not,  however,  reauired  to 
render  any  return  or  withhold  any  tax  from  income  paid  to  tne  actual 
owner  of  the  stock,  nor  is  there  any  provision  under  the  Revenue 
Act  of  1918,  whereby  anjr  withholding  of  tax  at  the  source  is  required 
by  the  debtor  corporation  with  respect  to  such  income  whether 
actually  owned  by  the  registered  owner  or  by  a  third  party. 

Nonresident  alien  individuals  who  are  actual  owners  of  stock 
registered  in  the  name  of  a  forei^  corporation  should  render  or 
cause  to  be  rendered  a  return  of  income  from  sources  within  the 
United  States,  including  dividends  upon  stock  actually  owned  by 
them,  but  registered  in  the  name  of  the  foreign  corporation. 


Section  266,  Article  1078 :  Ownership  Certificates  for  31-19-^53. 

Foreign  Items.  O.  D.  354. 

Nonresident  alien  individuals,  partnerships,  and  corporations  not 
engaged  in  trade  or  business  within  the  United  States  and  having  no 
oflBce  or  place  of  business  therein,  should  file  Form  1001-A  properly 
modified,  in  connection  with  interest  coupons  on  bonds  of  a  corj)ora- 
tion  organized  in  the  United  States  but  which  transacts  no  business 
in  the  United  States  and  owns  no  property  therein. 

In  cases  where  Form  1000  has  been  filed  by  nonresident  alien 
bondholders,  the  certificate  should  be  stamped  as  follows  before 
being  forwarded  to  the  Commissioner  of  Internal  Revenue,  Sorting 
Division : 

Exempt — deMor  corporation  owns  no  property  and  does  no  baslnees  in  the  United 
States. 
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SECTION  257— RETURNS  TO  BE  PUBUC  RECORDS. 

14r-19-439. 
Seetion  257,  Article  1091 :  Inspection  of  Betnms.  0-897. 

The  Commissioner  of  Internal  Revenue  may  lawfully  cause 
to  be  prepared  from  stencils  in  the  offices  of  the  several  collectors  a 
list  or  lists  containing  the  names  and  post-office  addresses  of  indi- 
viduals making  income  tax  returns  to  the  several  collectors  and  may 
cause  them  to  he  placed  in  the  office  of  the  comptroller  of  the  State 
to  be  available  for  public  inspection.  This  authority  does  not  ex- 
tend to  lists  of  partnerships  or  fiduciaries.  Inspection  of  corporate 
returns  by  State  officers  is  covered  by  another  provision  of  the  law. 


17-19-473. 
0-879. 
Ownership  certificates,  certified  copies. — Ownership  certificates 
are  income  returns  within  the  meaning  of  section  3167,  BeVised 
Statutes,  as  amended.  As  they  are  filed  as  a  result  of  income  tax 
laws  for  the  purpose  of  being  used  in  connection  with  income  tax  re- 
turns they  are  to  be  treated  as  such  under  the  regulations  governing 
the  furnishing  of  copies. 


27-19-607. 
O.  D.  825. 
Under    the    regulations  governing  inspection  of  income  tax  re- 
turns, if  a  taxpayer  renders  a  joint  return  in  behalf  of  himself  and 
his  wife,  copies  of  the  return  may  be  furnished  only  to  ihe  person 
rendering  the  return  or  to  his  duly  constituted  attorney. 


31-19-654. 
O.  D.  355. 
The  executor  of  an  estate  may  secure  copies  of  income  tax  returns 
filed  by  the  decedent  upon  submission  to  the  Commissioner  of  a  cer- 
tified copy  of  letters  testamentary  evidencing  his  appointment  as 
executor. 

Section  267,  Article  1092:  Imlpection  of  BetnmB  by  1-19^112. 

State.  O.  D.  78. 

Returns  of  individuals  may  not  be  inspected  by  officials  of  a 
State  whidi  imposes  an  income  tax. 


Section  267,  Article  1093:  Inspection  of  Yetamg  Vy  18-1^-490. 

stockholder.  O.  D.  273. 

A  "stockholders'  protective  committee,**  to  which  deposited 
stock  has  been  transferred  for  the  purpose  of  safeguarding  the  in- 
terests of  the  minority  stockholders,  is  not  considered  a  bona  fide 
stockholder  within  the  meaning  of  section  257  of  the  Revenue  Act 
of  1918. 
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Section  257,  Artiole  1094 :  Penalties  for  Disclosure  of  15-19-46L 

Betnms.  T.  D.  2903. 

Any  collector,  deputy  collector,  a^nt,  clerk,  or  other  officer  or 
employee  of  the  Bureau  of  Internal  Revenue,  including  intenud 
revenue  agents,  who  divulges  or  makes  known  in  an^  manner  what- 
soever not  provided  by  law  the  amount  or  source  of  income,  profits, 
losses,  expenditures,  or  any  particulars  thereof  set  forth  or  disclosed 
in  any  income  return  made  by  any  taxpayer,  or  by  a  collector  or 
deputy  collector,  or  by  the  Conmiissioner  of  Internal  Revenue,  or 
who  permits  any  income  return  or  copy  thereof,  or  any  book  contain- 
ing any  abstract  or  particulars  thereof,  to  be  seen  or  examined  by 
any  person,  except  as  provided  by  law,  or  who  prints  or  publishes 
in  any  manner  wnatever,  not  provided  by  law,  any  income  return  or 
any  part  thereof,  or  source  of  income,  profits,  losses,  or  expenditures 
appearing  in  any  income  return,  is  guirt;|p^  of  a  misdemeanor  and  sub- 
ject to  a  nne  not  exceeding  $1,000  or  to  imprisonment  not  exceeding 
one  year,  or  both,  at  the  discretion  of  the  court,  and  if  he  be  an  officer 
or  employee  of  the  United  States  to  be  dismissed  from  office  or  dis- 
charged irom  employment. 


SECTION  260— CITIZENS  OF  UNITED  STATES  POSSESSIONS. 

Section  260,  Article  1121 :  Status  of  Citizens  of  United  2&-19-619. 

States  Possessions.  O.  D.  333. 

Citizens  of  the  Virgin  Islands  who  are  not  otherwise  citizens  of 
the  United  States  and  who  are  not  residents  of  the  United  States  are 
taxed  only  on  income  from  sources  within  the  United  States.  Citi- 
zens of  the  Virgin  Islands  who  are  residents  of  the  United  States  are 
taxed  on  the  same  basis  as  other  citizens  of  the  United  States. 


SECTION  301— IMPOSITION  OP  TAX. 

Section  301(c)  1,  Article  714:  Computation  of  Tax  on  1-19^113. 

Income  from  Government  Contracts.  T.  B.  M.  1 

In  the  case  of  a  fiscal  year  corporation  the  computation  of  tax 
under  section  801(c)  1  should  be  based  on  the  entire  net  income  for 
the  fiscal  year,  even  though  no  part  of  the  income  from  (Government 
contracts  was  derived  after  January  1,  1919. 


(See  24^-19-557;  sec.  1,  art.  1510.)    Income  from  amended  Govern- 
ment contract. 

26-19-620. 

A.  R.  M.  5. 

If  a  corporation  has  a  net  income  from  a  Government  contract 

and  sustains  a  net  loss  from  other  operations,  in  the  submission  of  a 

fiscal  year  return  for  a  period  ending  in  1919  the  loss  may  be  d^ 

ducted  from  the  income  from  the  Government  contract. 
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Seetion  301,  Article  716.  Allocation  of  Net  Income  to  26-19-597. 

Farticnlar  Source.  A.  E.  M.  1. 

If  exact  determination  of  income  arising  from  Government  con- 
tracts distinctively  from  other  income  is  impossible,  an  approxi- 
mation based  on  the  proportion  which  sales  to  the  Government  bears 
to  other  sales  should  be  used  only  in  case  approximations  based  on-the 
respective  cost  and  selling  price  are  inappbcable.  The  approximation 
should  be  based  upon  the  allocation  of  costs  and  allocation  of  selling 
price,  in  the  most  accurate  manner  possible  from  available  records. 

Amortization  is  not  to  be  charged  exclusively  against  income  from 
Government  contracts,  and  selling  and  administrative  expenses  not 
applicable  to  the  Government  contracts  should  not  be  so  charged. 
(Also  sec.  214,  art.  181,  par.  2,  and  sec.  234,  art.  561.) 


Section  301,  Article  719:  lUustration  of  Compntation  20^19-517. 

where  Net  Income  Derived  from  Oovemment  Contract.  O.  D.  281. 

(1)  Method  of  computing  the  war  profits  and  excess  profits  taxes 
in  the  case  of  a  corporation  which  has  income  during  a  fiscal  year 
ended  in  1919  in  excess  of  $10,000  from  Government  contracts  made 
between  April  6, 1917,  and  November  11, 1918, 

(a)  The  tax  for  the  full  fiscal  year  shall  first  be  computed  at  the 
1918  rates  as  if  the  fiscal  year  were  the  calendar  year  1918.  The 
same  proportion  of  the  tax  so  computed,  which  the  income  derived 
from  Government  contracts  is  of  the  total  income  from  all  sources, 
represents  the  tax  due  on  the  income  from  Government  contracts. 

(&)  To  compute  the  tax  at  the  1918  rates  on  the  net  income  derived 
from  sources  other  than  Grovemment  contracts,  the  tax  attributable 
to  Government  contracts  is  first  deducted  from  the  total  tax  com* 
puted  at  the  1918  rates,  and  the  diflPerence  is  reduced  to  the  propor- 
tionate part  thereof  that  the  number  of  months  of  the  fiscal  year  fall- 
ing within  1918  is  of  the  full  fiscal  year. 

(c)  The  tax  must  then  be  computed  on  the  entire  income  from  all 
sources  for  the  full  fiscal  year  at  the  1919  rates.  The  same  propor- 
tionate part  of  this  tax  is  taken  as  the  net  income  from  sources  other 
than  Government  contracts  is  of  the  total  net  income.  This  amount 
is  then  reduced  to  the  same  proportionate  part  thereof  that  the  num- 
ber of  months  of  the  fiscal  year  falling  within  1919  is  of  the  full  fiscal 
year. 

The  sum  of  the  results  obtained  in  following  the  procedure  out- 
lined in  the  three  preceding  paragraphs  will  be  the  total  tax. 

For  example :  Assume  a  corporation  having  a  total  net  income  of 
$120,000  for  the  full  fiscal  year  ended  March  31,  1919,  $48,000  of 
which  was  derived  from  Government  contracts.  Assume,  further, 
that  the  total  war  profits  and  excess  profits  tax  computed  at  the  1918 
rates  is  $60,000,  and  the  total  war  profits  and  excess  profits  at  the 
1919  rates  is  $30,000. 

The  tax  attributable  to  Government  contracts  would  be  two-fifths 
of  $60,000,  or  $24,000.  Deducting  this  amount  from  $60,000  leaves 
$36,000.  The  tax  on  the  remaining  net  income  at  1918  rates  would 
be  three-fourths  of  $36,000,  or  $27,000. 

Applying  the  1919  rates  to  the  income  not  attributable  to  Govern- 
ment contracts  would  result  in  a  tax  of  three-fifths  of  $30,000,  or 
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$18,000 ;  but  since  only  three  months  of  the  return  period  falls  within 
1919,  the  tax  would  be  one-fourth  of  $18,000,  or  $4,500.  The  total 
war  profits  and  excess  profits  tax  would,  therefore,  be  the  sum  of 
$24,000,  $27,000,  and  $4,500,  or  $55,600. 

The  computation  necessary  to  arrive  at  this  result  should  be  shown 
in  a  supplementary  statement  attached  to  the  return.  These  com- 
putations will  not  apply  to  the-  income  tax,  which  will  be  computed 
on  the  entire  net  income,  as  provided  in  section  205  (b)  of  the  act 
In  the  illustration  given  the  amount  of  war  profits  and  excess  profits 
tax  to  be  credited  against  net  income,  in  computing  the  income  tax 
at  both  the  12  per  cent  and  10  per  cent  rates,  womd  be  $55,500,  as 
computed  above. 


SECTION  302— LIMITATION  OP  TAX. 

Section  S02,  Article  731 :  Short  Form  of  Compntation  of  1-19-115. 

limitation.  O.  D.  80. 

The  tax  limitation  prescribed  in  section  302,  Revenue  Act  of 
1918,  is  applied  to  the  consolidated  net  income  and  maj  not  be  con- 
strued to  apply  separately  to  the  net  income  of  each  unit  included  in 
the  return.     (Also  sec.  240,  art.  687.) 


SECTION  308— TAX  WHEN  PARTLY  PERSONAL  SERVICE  BUSINESS. 

Section  303,  Article  741:  Apportionment  of  Invested  1-19-114. 

Capital  and  Net  Inoome.  O.  D.  79. 

Section  303  of  the  law  will  apply  in  the  case  of  partial  per- 
sonal-service corporations  until  the  point  is  reached  where  the  non- 
personal-service  element  becomes  negligible,  under  which  conditions 
such  corporations  would  make  returns  as  personal-service  corpora- 
tions, as  set  out  in  section  218  of  the  law. 


12-19-410. 
T.  B.  M.  50. 

Where  a  corporation  doing  a  commission  and  brokerage  bus- 
iness satisfies  the  requirements  of  a  personal-service  corporation, 
except  that  it  in  part  employs  capital,  surplus,  and  borrowed  funds 
to  make  large  advances  to  customers  and  receives  more  interest  than 
it  pays  as  a  result  of  such  transactions,  it  should  be  assessed  under 
section  803.  The  income  from  commissions  and  brokerage  should 
be  considered  as  arising  from  personal  service,  and  the  remainder 
of  the  income  as  derived  from  the  use  of  capital. 


SECTION  311— WAR  PROFITS  CREDIT. 

5-19-264. 

Section  811,  Article  781 :  War  Profits  Credit.  T.  B.  E.  16. 

Method  of  ascertaining  a  corporation's  average  net  income  and 
average  invested  capital  for  the  prewar  period  where  corporation 
closes  its  books  on  the  basis  of  a  nscal  year  which  differs  from  the 
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calendar  year.  It  is  recommended  that  the  computation  be  made 
as  follows : 

The  starting  point  for  each  year  is  the  beginning  of  the  fiscal  year 
ending  in  1911, 1912,  and  1918,  respectively,  and  the  invested  capital 
should  be  ascertained  as  at  those  dates.  To  these  sums  should  be 
added  any  contributions  of  capital  between  the  beginning  of  each 
such  fiscal  year  and  January  1,  1911,  1912,  and  1918,  respectively, 
and  corresponding  deductions  should  be  made  in  respect  of  any 
dividends  and  any  refunds  of  capital  during  t^ose  respective  periods. 
To  these  balances  should  be  adaed  a  pro  rata  share  of  the  earnings 
of  the  respective  fiscal  years,  and  the  totals  thus  arrived  at  will  be 
deemed  to  be  the  invested  capital  of  the  taxpayer  at  January  1, 1911, 
1912,  and  1918,  respectively.  Taxpayers  snould  file  with  their  re- 
turns copies  of  their  balance  sheets  at  the  beginning  of  each  fiscal 
year  and  a  schedule  for  each  year  showing  the  adjustments  made  in 
computing  the  invested  capital  as  at  the  beginning  of  each  calendar 
year  during  the  prewar  period. 

Where  a  taxpayer  has  such  accounting  records  as  will  enable  him 
to  prepare  an  accurate  balance  sheet  showing  the  true  surplus  and 
undivided  profits  at  the  beginning  of  each  one  of  the  prewar  calendar 
years  and  an  accurate  income  account  for  such  years,  he  may  make 
the  computation  upon  this  basis  and  explain  the  method  used  m  such 
detail  as  wiU  enable  the  Commissioner  of  Internal  Bevenue  to  deter- 
mine whether  such  basis  is  proper. 

Where  a  taxpayer  has  not  been  in  business  during  the  whole  of 
the  prewar  period  the  above  methods  will  be  applicable  to  such  full 
calendar  years  during  the  whole  of  which  years  the  taxpayer  was 
in  business. 


8-19-819. 
O.  D.  184. 

Corporations  are  not  allowed  at  this  late  date  to  adjust  salaries 
paid  during  the  prewar  period,  when  such  adjustment  is  made  solely 
for  the  purpose  of  increasing  the  war  profits  credit  for  the  taxable 
year.    (Also  sec.  214,  art.  106;  sec.  326,  art.  841.) 


SECTION  320— NET  INCOME. 

8-19-885. 
Section  380,  Artiole  801 :  Net  Income.  T.  B.  M.  42. 

Value  appreciation  of  property  taken  up  on  the  books  of  the 
taxpayer  and  returned  as  part  of  his  taxable  income  for  the  year  in 
yhi(ii  the  appreciation  was  written  up  must  be  excluded  in  comput- 
ing prewar  mcome,  even  though  an  income  tax  has  been  paid  on  it. 


(See  21-19-520;  sec.  201,  art  1541.)    Excess-profits  tax  under  1917 
law  on  dividends  from  foreign  corporation. 
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SECTION  825— TERMS  RELATING  TO  INVESTED  CAPITAL. 

27-19-609. 
Section  326,  Article  812 :  Borrowed  Capital :  Securities.  S-1200. 

Preferred  stock,  if  in  the  records  of  the  corporation  it  is  de- 
clared to  be  part  of  its  capital  stock,  though  convertible  into  first- 
mortgage  bonds  of  even  date  therewith,  is  inferior,  on  a  distribution 
of  assets  to  pay  debts,  to  the  rights  of  general  creditors,  and  is  to  be 
treated  as  invested  capital  so  long  as  it  is  not  converted. 


Section  325  (a),  Article  813:  Borrowed  Capital:  Amounts         23-19-^52. 
Left  in  Business.  T.  B.  M.  82. 

A  corporation  was  organized  in  1910  with  a  capital  of  10®  dol- 
lars, substantially  all  of  which  was  subscribed  for  by  A,  and  he 
furnished  all  the  capital.  During  1915  A  paid  into  the  company  7x 
dollars,  no  action  being  taken  by  the  corporation  to  indicate  the 
nature  of  this  payment,  except  that  it  was  entered  as  a  contribution 
to  capital  and  was  never  treated  as  an  account  payable.  No  stock 
was  issued  and  no  interest  was  charged.  In  1917  this  money  was  re- 
paid to  A,  there  beins  no  evidence  as  to  the  nature  of  the  payment 
nor  how  it  was  treated  by  the  corporation. 

Held:  That  this  payment  of  7a?  dollars  to  the  corporation  was  in 
the  nature  of  a  voluntary  assessment  by  tiie  one  who  was  practically 
the  sole  stockholder  of  me  corporation;  that  the  repayment  of  this 
sum  to  A  must  be  deemed  to  be  out  of  undivided  profits  or  earned  sur- 
plus so  far  as  possible ;  that  such  repayment  can  not  be  treated  as  a 
return  of  capital  imless  the  undivided  profits  and  earned  surplus 
accumulated  since  1918  are  first  distributed  as  dividends;  that  the 
corporation  be  permitted  to  include  in  its  invested  capital  for  the 
taxable  year  1917  the  sum  of  7a?  dollars  as  surplus  paid  in  by  the 
stockholders,  proper  adjustment  being  made  for  any  distributions  of 
dividends  in  excess  of  available  net  earnings.  (Also  sec.  201,  art. 
1542.) 


1-19-118. 
Section  325  (a),  Article  816:  Inadmissible  Assets.  0.D.81. 

Federal  reserve  bank  stock  held  by  member  banks  is  held  to  be 
an  inadmissible  asset  in  determining  invested  capital  for  excess 
profits  tax  purposes.     (Also  art.  816.) 


1-19-116. 

0-781. 

Interest  on  an  amount  of  bonds  of  the  War  Finance  Corporation, 
the  principal  of  which  does  not  exceed  in  the  aggregate  $5,000,  is 
exempt  from  Federal  income  and  excess  profits  taxes.  Corporate 
funds  invested  in  such  bonds  are  inadmissible  assets  to  the  extent . 
that  they  are  invested  in  bonds  of  a  face  value  of  not  more  than 
$5,000,  but  funds  of  a  corporation  or  an  association  invested  in  such 
bonds  are  admissible  assets  so  far  as  they  are  invested  in  such  bonds 
beyond  a  principal  or  face  value  of  $5,000. 
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(See  22-19-588;  sec.  826,  art.  838.)     Stock  of  foreign  corporations 
deriving  no  income  from  sources  within  the  United  States. 


24-19-576. 
O.  D.  305. 

Inasmuch  as  dividends  received  by  a  domestic  corporation  from 
a  foreign  corporation  deriving  income  from  sources  within  the 
United  States  are  allowable  deductions  in  ascertaining  the  net  income 
of  the  domestic  corporation  subject  to  tax,  there  could  not  be  included 
in  the  invested  capital  of  the  domestic  corporation  receiving  the  divi- 
dends the  amount  of  capital  invested  in  the  stock  of  the  foreign  cor- 
poration, or  any  part  of  the  value  thereof,  except  as  outlined  in  article 
81T.     (See  5-19-252;  sec.  216,  art.  801.) 


Seetion  326,  Article  818 :  Admissible  Assets. 

(See  1-19-40;  sec.  218(b),  art.  80.)  Amount  to  be  included  in 
admissible  assets  when  Liberty  bonds  ave  subscribed  for  but  not 
fully  paid. 

1-19-132. 
O.  D.  98. 

Conversion  of  certificates  of  indebtedness  purchased  by  a  cor- 
poration in  1918  into  Victory  loan  notes  of  same  value  would  not 
affect  invested  capital  for  purposes  of  war  profits  tax. 


Section  325(b). 

(See  11-19-890;  sec.  826,  art.  881.)  Computation  of  invested  capi- 
tal when  no-par-value  stock  issued  for  purchase  of  assets  of  a 
going  concern,  alleged  to  be  worth  more  than  the  figures  at  which 
the  properties  in  question  were  entered  on  the  books  of  the  pur- 
chaser. 


SECTION  826— INVESTED  CAPITAL, 

9-19-850. 
Section  326,  Article  831 :  Meaning  of  Invested  Capital.  O.  D.  202. 

The  amount  of  taxes  withheld  at  the  source  to  be  later  paid 
over  to  the  Government  is  not  an  asset  of  the  withholding  agent 
and  must  be  eliminated  entirely  from  the  computation  of  mvested 
capital. 


10-19-865. 
0-872. 

Where  two  corporations  are  engaged  in  different  branches  of 
the  same  business  and  the  certificate  of  incorporation  of  one  is 
amended  so  as  to  change  its  name  and  increase  its  capital  stock,  which 
new  stock  is  issued  in  exchange  for  the  stock  of  the  original  com- 
panies and  this  exchange  is  made  prior  to  March  8,  1917,  to  deter- 
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mine  the  invested  capital  of  the  new  organization,  there  should  be 
added  to  the  invested  capital,  as  defined  by  section  207(a),  revenue 
act  of  1917,  of  the  company  whose  certificiU;e  has  been  amended,  the 
fair  market  value  of  the  assets  of  the  other  company,  this  latter 
valuation  to  be  made  as  of  the  date  of  the  exchange  of  stock  and  not 
of  a  later  formal  transfer  of  the  tangible  assets  (revenue  act  of  1917, 
sees.  201,  207,  and  208).    (Also  sec.  331,  art  941.) 


11-19-389. 
T.B.M.49. 

A  new  corporation  which  raises  a  certain  sum  from  the  sale  of 
its  capital  stock  as  a  ccHidition  precedent  to  taking  over  from  the 
creditors  of  a  defunct  corporation  the  old  corpjoration's  assets  and 
assuming  its  liabilities  can  not  be  allowed  as  invested  capital  the 
amount  which  the  old  corporation  could  have  claimed.  It  is  limited 
to  the  amount  received  from  the  sale  of  its  capital  stock.  The  value 
of  the  property  received  on  condition  of  the  assumption  of  the  un- 
paid liabilities  of  the  old  corporation  is  borrowed  capital.  (Also  sec 
831,  art.  941.) 

11-19-390. 
±  •  B.  K.  38. 

Where  a  company  incorporated  under  the  laws  of  one  State 
takes  over  the  assets  and  business  of  a  corporation  of  another  State 
-at  its  book  value,  which  included  divers  parcels  of  improved  real 
estate,  paying  for  same  with  an  issue  of  stock  of  no  nominal  or  par 
value,  the  properties  so  acquired  may  be  included  in  invested  capital 
in  an  amount  not  exceeding  the  actual  cash  value  at  the  time  so  ac- 
quired.   (Also  sec.  826  (b).) 


11-19-391. 
T.  B.  R  40. 

Reasonable  commissions  or  other  forms  of  compensation  law- 
fully paid  by  a  corporation  for  sale  of  its  capital  stock  not  to  be  de- 
ducted in  computing  invested  capital.  (Also  sec.  283,  art.  542;  sec 
235,  art.  581.) 


13^19-43L 
O.  D.248. 

Shares  of  stock  distributed  by  a  corporation  to  its  employees  in 
parent  of  services  rendered,  where  the  amount  is  not  excessive,  may 
be  included  in  invested  capital  to  tibe  extent  of  the  actual  cash  value 
of  the  services  rendered.  / 


(See  13-19-^25:  sec.  233,  art.  541.)  Interest  on  a  company^s  own 
funds  used  temporarily  for  construction  purposes  charged  to  capital 
account. 


16-19-466. 
O.D.26a 

'    If  a  bank  declares  a  dividend  and  pays  a  certain  part  to  its 
stockholders  and  carries  the  balance  to  a  special  aooount,  by  whatever 
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name  known — e.  g.,  "  Stockholders'  trustees  account " — ^to  which  ac- 
count the  amounts  of  speculative  loans  and  investments  are  charged, 
such  loans  and  investments  and  other  assets  representing  the  amounts 
transferred  to  this  account  are  the  property  of  the  individual  stock- 
holders, and  no  portion  thereof  can  be  treated  as  invested  capital  of 
the  bank. 

24-19-577. 
O.  D.  306. 

Where  bonds  are  exchanged  for  stock  in  the  same  corporation 
under  the  terms  of  &  convertible  trust  deed,  it  will  be  presumed,  for 
the  purpose  of  computing  invested  capital,  that  the  value  of*  the 
boncb  is  ecjuivalent  to  the  value  of  the  stock.  The  addition  to  in- 
vested capital  would  accordingly  be  the  amount  for  which  the  bonds 
were  origmally  sold. 


24^-19-578. 
O.  D.  307. 

A  contract  may  be  treated  as  tangible  property  when  it  relates 
to  rights  in  tangible  property  to  such  an  extent  that  its  value  arises 
chie^  therefrom,  but  it  may  not  be  treated  as  invested  capital  unless 
it  is  bona  fide  paid  in  for  stock  or  shares  in  the  corporation,  in  ac- 
cordance with  section  326(a)  of  the  Revenue  Act  of  1918. 


Section  326,  Article  836:  Tangible  Property  Paid  In;  1-19-120. 

Mixture  of  Tangible  and  Intangible  Propeity.  T.  B.  M.  5. 

Where  since  the  organization  of  a  corporation  its  capital  stock 
has  been  increased  or  reduced  and  such  change  represents  an  actual 
acquisition  of  new  property  for  stock  or  an  actual  impairment  of 
original  properties,  the  20  per  cent  limitation  imposed  by  section 
207,  Revenue  Act  of  1917,  will  be  based  upon  the  par  value  of  the 
total  stock  outstanding  on  March  8,  1917.  (Also  applicable  to 
partnerships.) 

16-19-467. 
T.  B.  R.  49. 

Article  59  of  Regulations  No.  41  is  a  reasonable  interpretation 
of  the  act  of  October  8,  1917,  and  where  a  corporation  has  acquired 
tan^ble  and  intangible  property  in  exchange  for  its  bonds  and  stocks 
it  will  be  deemed,  in  the  absence  of  clear  evidence  to  the  contrary,  that 
the  intangibles  were  acquired  by  the  stock.  ^ 

In  computing  consolidated  invested  capital^  where  one  corporation 
has  acquired  the  stock  of  one  or  more  subsidiary  companies,  such 
transaction  should  be  treated  in  effect  as  though  the  assets  of  the 
respective  companies  had  been  acquired. 


Section  826,  Article  886:  Tangible  Property  Paid  In;  1-19-129. 

Value  in  Excess  of  Par  Valne  of  Stock.  O.  D.  90. 

Paid-in    surplus   representing   tangible    property    need    not   be 
reduced  by  reason  of  aepreciation  of  the  property  m  question.    All 
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adjustments  necessary  on  account  of  inadequate  or  excessive  depre- 
ciation should  be  made  in  connection  with  earned  surplus  or  undi- 
vided profits.    (Also  art.  837.)  , 


8-19-334. 
T.B.R.82. 

Where  bondholders  purchase  at  foreclosure  sale  the  property 
covered  by  the  mortgage  securing  the  bonds  and  form  a  new  corpora- 
tion to  which  the  property  is  transferred  in  exchange  for  its  enth^ 
capital  stock,  the  corporation  should  be  allowed  to  set  up  an  invested 
capital  equal  to  the  value  of  the  property  transferred  to  the  corpora- 
tion as  of  the  date  of  transfer,  such  value  to  be  established  by  evi- 
dence acceptable  to  the  Commissioner.    (Also  sec.  202,  art.  1565.) 


1-19-128. 
O.  D.  89. 

The  value  as  at  January  1,  1914,  of  tangible  property  paid  in 
for  stock  or  shares  is  no  factor  in  computing  invested  capital  under 
the  Bevenue  Act  of  1918.    (Also  art.  837.) 


13-19-432. 
O.  D.  249. 

Where  a  corporation  exchanges  its  stock  for  the  assets  of  a 
partnership,  which  are  greatly  in  excess  of  the  par  value  of  the  stock, 
and  there  is  no  written  obligation  to  the  partners  as  to  the  payment 
of  the  excess,  the  taxpayer  is  entitled  to  submit  evidence  in  support 
of  a  claim  for  paid-in  surplus;  however,  if  the  corporation  is  obligated 
to  the  partners  for  any  portion  of  the  excess,  a  claim  can  not  be  sus- 
tained. 


14-19-440. 
T.  B.  M.  57. 

While  the  fact  that  a  company  may  have  defective  accounting 
records,  and  can  not  accurately  compute  its  invested  capital,  may 
under  certain  circumstances  justify  an  assessment  under  section  210 
of  the  1917  Bevenue  Act,  or  section  328  of  the  1918  Bevenue  Act,  it 
does  not  permit  valuation  of  assets  as  at  a  time  subsequent  to  the  date 
on  which  they  were  paid  in  for  stock  for  computing  invested  capital. 
The  assets  of  a  corporation  can  not  be  valued  as  of  March  1, 1913,  for 
the  purpose  of  computing  invested  capital. 


Section  326,  Article  838:  Snrplns  and  Undivided  Profits;  1-19-130. 

Earned  Surplus.  O.  D.  91. 

Any  portion  of  surplus  or  undivided  profits  i*epresenting  un- 
earned interest  or  discount  which  has  not  been  reported  as  tax- 
able income  must  be  excluded  in  the  computation  of  invested  capital 
for  war  profits  and  excess  profits  purposes. 
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1-19-131. 
O.  D.  92. 

If  a  taxpayer  reports  profits  on  installment  sales  on  the  basis 
of  the  proportionate  paH  of  each  installment  received  representing 
profit,  Ids  surplus  account  as  at  the  beginning  of  the  taxable  year 
must  be  reduced  in  computing  invested  capital  to  the  extent  that 
the  surplus  account  includes  profit  on  such  sales  which  has  not  been 
reported  ^3  taxable  income.     (Also  art.  842.) 


1-19-121. 
O.  D.  82. 

Good  will  created  to  offset  impaired  capital  has  no  effect  on 
invested  capital.  Subsequent  eammgs  must  be  used  first  to  restore 
impaired  capital;  excess  may  be  aoded  to  original  investment  as 
invested  capital. 


22-19-588. 
T.  B.  R.  67. 
Where  a  domestic  corporation  exchanges  patent  rights  and  cash 
for  stock  in  a  foreign  corporation  which  derives  no  income  from 
sources  within  the  Imited  States,  the  shares  of  stock  so  received  are 
admissible  assets  in  determining  the  invested  capital  of  the  domestic 
corporation  and  are  to  be  valued  at  cost  or  the  amount  of  cash  ad- 
vanced plus  the  value  of  the  patent  right  at  the  time  of  the  exchange* 
which  value  can  not  be  taken  as  exceeding  the  value  of  the  shares  oi 
stock  issued  therefor.    (Also  sec.  325,  art.  815.) 


Section  326,  Article  840:  Surplus  and  Undivided  Profits:  2-19-151. 

Additions  to  Surplus  Aoconnt.  T.  B.  R.  6. 

Where  a  distilling  corporation  pursuant  to  a  resolution  of 
the  board  of  directors  chared  against  surplus  in  1912  and  1913 
amounts  aggregating  x  dollars  on  the  ground  of  alleged  obso- 
lescence of  a  part  of  its  equipment  and  &e  entire  equipment  was 
continued  in  use  the  same  as  previously,  no  reduction  of  output  being 
made  and  no  portion  of  the  property  having  been  retired  or  scrapped, 
in  fact  no  change  being  made  beyond  the  arbitrary  reduction  oi  the 
surplus  and  invested  capital  by  charging  off  the  x  dollars  on 
the  Dooks  of  the  corporation,  it  having  been  shown  that  these  charges 
were  made  only  for  the  consideration  of  the  corporation  and  that 
they  did  not  enter  into  the  corporation's  income  tax  returns,  the 
amounts  so  charged  off  may  be  restored  to  invested  capital,  less 
proper  allowance  for  ordinary  depreciation. 


15-19-452. 
T.  B.  M.  56. 

Amortization  allowances  deducted  in  ascertaining  net  profits, 
for  the  purpose  of  the  Munitions  Manufacturer's  Tax  Act  (Title  III 
of  the  Kevenue  Act  of  1916)  do  not  effect  the  computation  of  the  "  in- 
vested capital,"  under  the  Revenue  Act  of  1918  of  the  corporations 
which  tooK  such  deductions. 
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Section  326,  Article  841 :  Snrplns  and  TTndiYided  Prollta :  a-19-206. 

Limitation  of  Additions  to  Surplus  A(»ount.  T.  B.  E.  19. 

A  corporation  acquiring  with  stock  the  assets  of  a  previously 
existing  corporation,  among  which  assets  a^  included  trade-marks, 
good  will,  etc.,  can  not  claim  as  an  addition  to  invested  capital 
amounts  expended  by  the  predecessor  corporation  for  the  general 
development  of  such  intangibles  and  charged  by  it  as  current  expense. 


(See  &-19-319;  sec.  311,  art.  781.)     Adjustment  of  salaries  paid 
during  prewar  period. 


Section  326,  Article  843 :  Surplus  and  Undivided  Profits.  3-1&-208. 

Patents.  T.  B.  M.  17. 

For  the  purpose  of  computing  the  excess  profits  tax  for  1917 
the  capital  stock  paid  for  patents  is  not  subject  to  the  20  per  cent 
limitations  applicable  to  good  will  and  certain  other  forms  of  in- 
tangibles. 

Section  326,  Article  844 :  Surplus  and  Undivided  Profits.  7-19-^08. 

Beserve  for  Depreciation  or  Depletion.  T.  B.  M.  41.. 

A  claim  for  inclusion  in  invested  capital  for  the  year  1917  of  an 
amount  representing  appreciation  in  the  value  of  property  which  ap- 
preciation had  been  taken  up  on  the  books  in  1914  and  returned  as 
taxable  income  for  that  year  should  be  denied  for  the  reason  that  such 
tax  was  erroneously  assessed  and  collected.  The  taxpayer  is  entitled 
to  a  claim  for  refund. 


Section  326,  Article  845:  Surplus  and  Undivided  Profits;  11-19-392. 

Beserve  for  Income  and  Excess  Profits  Taxes.  O.  D.  222. 

The  rule  expressed  in  article  846,  Relations  45,  that  taxes 
are  deemed  to  be  paid  out  of  earnings  for  me  year  for  which  levied, 
applies  to  any  year  of  the  prewar  period  as  well  as  to  the  taxable 
year.  In  such  cases  the  amount  or  amounts  payable  in  a  succeeding 
year  on  account  of  such  taxes  may  be  includea  in  the  computation 
of  invested  capital  until  due  and  payable. 


12-19-411. 
T.B.M.61. 

Additional  assessments  of  income  and  excess  profits  taxes  for 
prior  years  which  are  less  than  5  per  cent  of  the  original  assessment 
or  less  than  $5,000  are  to  be  considered  as  paid  from  current  earnings, 
but  if  large  and  important  they  are  to  be  considered  a  liability  of  tiie 
taxable  year  in  question,  and  necessary  adjustments  of  the  surplus 
account  must  be  made.  In  such  cases,  the  phrase  ^^  due  and  payal)le  '^ 
in  article  845,  Eegulations  45.  means  the  due  date  for  taxes  of  the 
taxable  year  and  not  the  date  nxed  for  the  payment  of  the  additional 
assessment. 
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(See  20-19-606;  sec.  214,  art.  167.)    Reduction  of  invested  capital 
taken  as  of  the  date  when  tax  became  due  and  payable. 


Section  326,  Article  845(a):  Surplus  and  Trndiyided  2^-19-553. 

Profits;  Beserve  for  1918  Income  and  Excess  Profits  T.D.2931. 

Taxes  of  Corporations  Having  a  Fiscal  Tear. 

The  final  edition  of  Eegulations  45  is  amended  by  inserting  imme- 
diately after  article  845  a  paragraph  to  be  known  as  article  845(a), 
as  follows: 

Abt.  846(a).  Surplus  and  ufidivided  profits;  reserve  for  1918  income  and  ex- 
cess pro/tis  taxes  of  corporations  having  a  fiscal  year. — In  the  case  of  corpora- 
tions having  a  fiscal  year,  the  Federal  income  and  profits  taxes  for  the  taxable 
year  1918  shall,  .for  the  purpose  of  computing  invested  capital  for  the  taxable 
year  1919,  be  deemed  to  become  due  and  payable  as  follows:   (a)  As  to  such 
amounts  as  became  due  and  payable  prior  to  February  25,  1919,  under  the  pro- 
visions of  section  14(a),  Revenue  Act  of  1916,  such  law  shall  govern;  {b)  in 
all  other  respects  the  provisions  of  section  250  of  the  Revenue  Act  of  1918  shall 
govern  except  that  the  installments  which  would  become  due  prior  to  February 
25,  1919,  shall  be  deemed  to  become  due  and  payable  on  that  date;   (c)  any 
amounts  which  became  due  and  payable  under  said  section  14(a)  prior  to  Feb- 
ruary 25  shall,  so  far  as  possible,  be  deemed  to  cancel  the  earlier  Installments 
payable  under  said  section  250.    For  example,  a  corporation  whose  fiscal  year 
ended  August  31,  1918,  is  assessed  a  total  income  and  profits  tax  under  the 
1917  law  of  $250,000  and  an  additional  tax  under  the  1918  law  of  $110,000. 
The  total  tax  of  $360,0(X)  would  for  the  purpose  of  computing  Invested  capital  be 
deemed  to  become  due  and  payable  as  follows:  February  15,  1919,  $250,0(X); 
May  15,  1919,  $20,000 ;  August  15,  1919,  $90,000.    If,  assuming  the  same  taxes» 
the  fiscal  year  ended  September  SO,  1918,  the  total  tax  would  for  the  purpose 
of  computing  invested  capital  be  deemed  to  become  due  and  payable  as  follows : 
February  25,  1919,  $90,000;  March  15,  1919,  $90,000;  June  15,  1919,  $90,000; 
September  15,  1919,  $90,000.    The  provisions  of  this  article  apply  solely  for  the 
purpose  of  computing  invested  capital  and  do  not  affect  the  provisions  of  T.  D. 
2797  in  regard  to  the  time  and  manner  of  paying  taxes  where  corporations  have 
filed  returns  for  fiscal  years  ending  in  1918. 


Seotion  S26,  Article  846:  Surplus  and  TTndiYided  Profits;  3-19-209. 

Insnranoe  on  Offloers.  O.  D.  132. 

Only  the  cash  surrender  value  of  policies  of  insurance  attribu- 
table to  premiums  paid  in  prior  years  which  have  not  been  deducted 
as  an  expense  can  he  included  in  surplus. 


7-19-309. 
O.  D.  179. 

The  cash  surrender  value  of  a  life  insurance  policy  which,  under 
article  846  of  Kegulations  No.  45,  constitutes  surplus  as  at  the 
beginning  of  the  taxable  year  for  invested  capital  purposes  retains 
its  character  as  surplus,  even  though  the  policy  constituting  the 
admissible  asset  upon  the  basis  of  which  the  surplus  was  determined 
is  terminated  and  paid. 

28-19-664. 
Section  326,  Article  861 :  Intangible  Property  Paid  In.         T.  B.  M.  81. 

The  fact  that  a  corporation  issues  stock  as  a  bonus  to  its  three 
principal  officers  to  secure  their  services  and  participation  in  the 
businefiB  is  not  ipso  facto  sufficient  evidence  of  ine  existence  of  good 
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will  for  which  values  can  be  recognized  in  connection  with  the  com- 
putation of  invested  capital. 

Such  three  principal  officers  were  the  princinal  stockholders  and 
were  active  salesmen  and  the  only  salesmen  employed  directly  by  the 
corporation.  Each  was  allotted  certain  exclusive  territory  in  which 
he  might  employ  subagents ;  all  sales  made  by  or  through  these  three 
principal  salesmen  constituted  the  basis  on  which  their  commissioDS 
or  bonuses  were  calculated.  There  were  certain  other  sales  made  di- 
rectly by  the  house  which  were  not  subject  to  any  bonus  or  commis- 
sion deduction.  The  business  of  the  corporation  appeared  to  be  de- 
pendent almost  solely  upon  the  personal  efforts  of  these  three  prin- 
cipal officers  and  stockholders.  The  rates  of  commission  and  the 
salaries  for  their  services  were  properly  voted. 

In  this  case  it  was  deemed  that  commission  and  salary  aggregating 
50  per  cent  of  the  gross  margin  on  the  business  developed  by  ea(£ 
was  not  unreasonable.    (Also  sec.  214,  art.  105.) 


30-19-644. 
O.D.a48. 

Invested  capital  on  account  of  intangibles  bona  fide  paid  in  for 
stock  or  shares  is  limited  to  25  per  cent  of  stock  with  par  value  plus 
25  per  cent  of  the  amount  fixed  in  articles  authorizing  no  par  value 
stock  as  the  capital  with  which  the  corporation  may  do  busmess.  If 
the  laws  of  any  State  authorize  issuance  of  true  no  par  value  stock 
with  no  amount  of  fixed  capital  such  no  par  value  stock  may  be  taken 
into  consideration  in  measuring  the  value  of  intangibles,  at  the  fair 
market  value  as  of  the  date  or  dates  of  issue  of  such  stock  or  shares. 


Section  326(c),  Article  852:  Percentage  of  Inadmissible  1-19-125. 

Assets.  O.  D.  86. 

Since  the  income  derived  from  Pjorto  Rico  bonds  is  not  subject 
to  tax,  the  bonds  are  inadmissible  assets,  and  can  not  therefore  be 
included  in  invested  capital. 

Section  326,  Article  856 :  Invested  Capital  for  Fall  Tear  or 
Less. 

(See  15-19-449;  sec.  233,  art.  541.) .  Invested  capital  of  telephone 
companies  for  taxable  year  when  operated  under  Government  control. 


Section  326,  Article  867:  Method  of  Determining  Avail-  1-19-124. 

able  Net  Income.  O.  D.  85. 

The  entire  amount  of  Federal  income,  war  profits,  and  excess 
profits  taxes  accrued  for  the  taxable  year  remains  a  part  of  invested 
capital  for  the  succeeding  year  (since  it  is  not  deductible  from  gross 
income  in  returns  ][  until  the  taxes  become  due  in  the  succeeding  year. 
Accrual  of  taxes  ror  the  taxable  year  does  not  affect  invested  capital 
for  the  taxable  year,  except  to  the  extent  that  the  accrual  of  such 
taxes  will  cause  dividend  payments  to  draw  on  surplus  as  at  the 
beginning  of  the  year. 
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18-19-491. 
T.  B.  R.  54. 

A  fairly  accurate  informal  approximation  of  monthly  earnings, 
made  for  the  use  of  the  officers  of  a  corporation  which  did  not 
close  its  books  each  month  is  insufficient  to  overthrow  the  general 
presumption  in  favor  of  the  average  or  prorating  method  of  ascer- 
taining whether  at  the  time  of  any  payment  made  during  the  taxable 
year  tnere  is  sufficient  income  of  the  taxable  year  available  for  such 
payment. 


26-19-598. 
Section  326,  Article  868 :  Effect  of  Ordinary  Dividend.  0-942. 

The  exchange  of  15  shares  of  common  stock  for  one  of  pre- 
ferred stock  whereby  the  capital  stock  is  reduced  is  a  capital  transac- 
tion and  does  not  result  in  net  income  or  earned  surplus.  Whether 
such  a  transaction  gives  rise  to  a  paid-in  surplus  not  decided. 

An  amount  taken  from  capital  or  paid-in  surplus  to  meet  dividend 
requirements  is  deemed  a  liquidation  of  capital  to  that  Extent  and 
necessitates  a  reduction  in  the  invested  capital.  The  sum  so  received 
by  a  stockholder  is  to  be  regarded  as  a  return  of  capital  so  far  as  it 
does  not  exceed  the  cost  of  the  stock  to  him,  or  if  acquired  prior  to 
March  1,  1913,  its  fair  market  value  on  that  date,  any  excess  being 
payable  as  a  ^in  or  profit.  In  case  of  subsequent  pajnoients  from 
capital  or  liquidation  payments  upon  dissolution,  all  prior  distribu- 
tions from  capital  should  be  considered  in  determining  whether  there 
has  been  a  gam  over  the  cost  of  the  stock  or  its  fair  market  value  as 
of  March  1,  1913. 


Section  326,  Article  859 :  Effect  of  Stock  Dividend. 

(See  1-19-7;  sec.  201,  art.  1545.)  Effect  of  stock  dividends  on 
invested  capital. 

Section  326,  Article  867:  Affiliated  Corporations:  Stock  20-19-518. 

of  Subsidiary  Acquired  for  Cash.  T.  D.  2901. 

Paragraph  F  of  T.  D.  2662,  which  reads  as  follows : 

Assets  of  affiUated  or  subsidiary  corporations  which  have  to  be  adjusted  to 
meet  the  statutory  limitations  prescribed  by  section  207  shall  be  valued  as  of 
conditions  existing  at  the  dates  when  such  assets  were  acquired  by  the  respec- 
tive affiliated  or  subsidiary  corporations  and  not  as  of  the  date  when  the  stock 
In  such  affiliated  or  sub^dlary  corporations  was  acquired  by  the  parent  or 
controlling  corporation — 

is  hereby  amended  to  read  as  follows : 

When  all,  or  substantially  all,  of  the  stock  of  a  subsidiary  corporation  was 
acquired  for  cash,  the  cash  so  paid  shall  be  the  basis  to  be  used  in  determining 
the  value  of  the  proi)erty  acquired.  Where  stock  of  a  subsidiary  company  was 
acquired  with  the  stock  of  the  parent  company,  the  amount  to  be  included  in 
the  consolidated  invested  capital  in  respect  of  the  company  acquired  shall  be 
computed  in  the  same  manner  as  if  the  net  tangible  assets  and  the  intangible 
assets  had  been  acquired  instead  of  the  stock.  If  in  accordance  with  such 
acquisition  a  paid-in  surplus  is  claimed,  such  claim  shall  be  subject  to  the  pro- 
visions of  articles  55  and  68  of  Regulations  41. 
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SECrriON  827— SPECIAL  CASES. 

1-19-119. 
Section  327(a),  Article  901 :  Treatmeiit  of  Special  Cases.  T.  B.  M.  7. 

The  same  principle  stated  in  the  Revenue  Act  of  1918  that  assess- 
ment will  not  be  made  as  a  special  case  under  section  828,  when 
the  tax  is  high  ^^  merely  because  the  corporation  earned  within  the 
taxable  year  a  high  rate  of  profit  upon  a  normal  invested  capital " 
is  applicable  to  the  Eevenue  Act  of  1917  in  cases  in  which  applica- 
tion is  made  for  assessment  under  section  210  of  that  act. 


14^19-441. 
T.  B.  M.  58. 

The  mere  fact  that  a  corporation  with  a  small  invested  capital 
has  a  large  taxable  income  on  account  of  excessive  profits  made  dur- 
ing the  war  period  will  not  permit  it  to  be  assessed  under  section  210 
of  the  1917  Kevenue  Act  nor  section  327  of  the  1918  Revenue  Act, 
unless  it  can  be  clearly  shown  that  there  exists  a  serious  dispropor- 
tion or  abnormality  with  respect  to  its  invested  capital  and  taxable 
income,  and  is  within  the  class  of  exceptional  cases  enumerated  in 
the  Regulations. 

16-19-458. 
T.  B.  M.  58. 

A  taxpayer  who  has  liquidated  all  or  part  of  his  business  in  a 
particular  vear  is  not  entitled  to  assessment  under  section  210,  Reve- 
nue Act  or  1917,  unless  such  liquidation  results  in  throwing  into  a 
single  year  profits  so  abnormally  high  as  to  result  in  a  t^x  which 
compared  with  the  taxes  imposed  upon  representative  business  con- 
cerns in  the  same  line  of  business,  is  seriously  disproportionate  and 
productive  of  exceptional  hardship. 


16-19-454L 
T.  B.  M.  60. 

The  limitation  of  the  tax  under  the  Revenue  Act  of  1918  on 
profits  derived  from  the  sale  of  a  discovered  mine  can  not  be  applied 
to  the  assessment  of  1917  taxes,  nor  can  such  limitation  or  any  modi- 
fication thereof  be  used  as  a  basis  for  an  assessment  under  section 
210  of  the  Revenue  Act  of  1917.  A  case  in  which  income  as  com- 
pared with  invested  capital  has  been  abnormally  increased  by  the 
sale  of  all  capital  assets,  may  be  considered  under  section  210,  Reve- 
nue Act  of  1917. 


(See  19-19-492;  sec.  200.  art.  1525.)  Assessment  of  a  business  the 
volume  of  which  is  derivea  practically  from  the  individual  efforts  of 
the  stockholders. 

SECTION  32S— COMPUTATION  OP  TAX  IN  SPECIAL  CASES. 


Section  828,  Article  912 :  Determination  of  Firtt  Install-  1-19-186. 

ment  of  Tbx  in  Special  Cases.  O.  D.  94. 

Computation  of  tax  on  the  basis  of  50  per  cent  of  the  net 
income  under  section  828,  Revenue  Act  of  1918,  relates  only  to  war 
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excess  profits  tax.  It  is  not  permissible  to  file  bond  in  lieu  of  cash 
payments  of  tax  determined  on  50  per  cent  basis  pending  final  de- 
termination of  tax  due. 


e-19-286. 
T.  B.  M.  30. 

Constructive  invested  capital  determined  under  section  210, 
Revenue  Act  of  1917,  in  case  of  a  return  for  a  fiscal  year  ended  in 
1918,  may  not  be  used  in  determining  the  total  tax  liability  on  the 
basis  of  the  supplemental  return  for  the  same  fiscal  year  in  accord- 
ance with  the  Kevenue  Act  of  1918.     (Also  sec.  885,  art  952.) 


Section  328,  Article  914:  Payment  of  Tac  in  Special  26-19-599. 

Cases.  O.  D.  321. 

The  provisions  of  section  327  (d)  of  the  Revenue  Act  of  1918 
will  not  debar  a  corporation,  deriving  income  from  Government  con- 
tracts on  the  ^^per  unit"  basis,  from  filing  a  claim  for  assessment 
under  the  provisions  of  section  328.  If  the  claim  is  filed  prior  to 
the  due  date  of  the  fourth  installment  of  tax  and  the  three  install- 
ments already  paid  are  equal  to  the  sum  of  the  normal  tax  plus  a  war 
profits  and  excess  profits  tax  equal  to  50  per  cent  of  the  net  income 
of  the  corporation^  it  will  not  be  necessary  to  pay  the  fourth  install- 
ment, but  the  additional  payments  of  tax,  if  any,  with  interest,  may 
be  made  when  the  claim  for  readjustment  of  the  tax  is  finally  dis- 
posed of.  The  corporation  should  file  a  claim  for  abatement  of  any 
taxes  assessed  in  excess  of  the  tax  computed.  (Also  sec.  250,  art. 
1001.) 

31-19-655. 
O.  D.  356. 
In  cases  where  application  has  been  made  at  the  time  of  filing  the 
return  for  assessment  of  war  profits  and  excess-profits  tax  in  accord- 
ance with  section  328,  Revenue  Act  of  1918,  and  the  installments  of 
tax  determined  and  assessment  made  on  the  basis  of  50  per  cent  of 
the  net  income  for  the  taxable  year,  no  abatement  claim  is  required 
to  cover  the  difference  between  the  tax  so  computed  and  the  tax 
computed  without  the  benefit  of  section  328.  If  the  tax  has  been 
computed  and  assessment  made  without  reference  to  section  328,  and 
application  is  made  mbseqitently  for  assessment  of  the  tax  in  accord- 
ance with  section  328,  payment  of  the  entire  tax  as  originally  com- 
puted will  be  required  unless  a  claim  is  filed  for  the  abatement  of  the 
amount  assessed  in  excess  of  50  per  cent  of  the  net  income. 


SECTION  830-.REORGANIZATIONS. 

Seetion  880,  Article  982 :  Het  Inoome  and  Invested  Capi-  1-19-137. 

tal  <xr  Piedecessor  Partnership  or  Individual.  T.  B.  B.  3. 

In  the  case  of  a  reorganization,  the  new  corporation  is  required 
to  base  its  invested  capital  on  the  adjusted  balance  sheet  of  its 
predecessor  as  of  the  date  of  reorganization.    Appreciation  in  the 
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value  of  the  assets  so  transferred  from  the  old  organization  to  the 
new  can  not  be  included  in  the  invested  capital  of  the  new  corpora^ 
tion.  The  statute,  however,  does  not  prohibit  the  treatment  of  the 
date  of  reorganization  as  the  beginning  of  a  new  taxable  year.  Con- 
sequently, it  does  not  require  the  exclusion  from  the  invested  capital 
of  the  new  corporation  of  surplus  and  undivided  profits  earned  be- 
tween the  beginning  of  the  then  taxable  vear  of  the  predecessor  cor- 
poration and  the  beginning  of  the  taxable  year  of  the  new  corpora- 
tion. 


Section  330,  Article  933 :  Election  to  be  Taxed  as  Corpo-  1-19^138. 

ration.  O.D.96. 

Partnership  net  income  as  contemplated  in  section  330,  para- 
graph 3,  Revenue  Act  of  1918,  means  the  net  income  after  deducting 
salaries  of  partners. 


6-19-286. 
T.  B.  R.  27. 

A  partnership,  upon  becoming  a  corporation  iii  accordance  with 
the  provisions  of  the  law,  and  owning  99  per  cent  olE  the  capital 
stocK  of  three  other  corporations,  should  file  a  consolidated  return. 
(Also  sec.  240,  art.  632.) 


(See  11-19-373;  sec.  213(b),  art.  79.)  Status  of  corporation  on 
succeeding  partnership  in  regard  to  Liberty  loan  bonds  and  Victory 
loan  notes  originally  subscrilted  for  by  the  partnership. 


11-19-393. 
O.D.  223. 

A  partnership  whose  net  income  for  the  taxable  year  1918  was 
more  than  20  per  cent  of  its  invested  capital  may  elect  to  be  taxed 
as  a  corporation  from  January  1, 1918,  only  in  case  of  its  reorganiza- 
tion as  a  corporation  before  July  1,  1919.  There  is  no  authority 
vested  in  the  Treasury  Department  to  extend  the  time  within  which 
to  effect  the  reorganization. 


SECTION  331— VALUATION  OF  ASSETS  UPON  REORGANIZATION. 

Section  331,  Article  941 :  Valuation  of  Asset  Upon  Change  of  Ownership. 

(See  10-19-366;  sec.  326,  art.  831.)  Valuation  of  assets  where 
mer^r  takes  place  prior  to  March  3,  1917,  but  formal  transfer  of 
tangible  assets  is  subsequent  to  that  date. 


(See  11-19-^89;  sec.  326,  art.  831.)  Determination  of  invested 
capital  when  property  purchased  at  receiver's  sale  is  purchased  by 
creditors  and  transferred  to  new  corporation. 
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SECTION  335— FISCAL  TEARS  ENDING  IN  1918  OR  1919. 

7-1&-310. 
Section  336.  O.  D.  180. 

Excess  profits  tax  paid  by  partnership  with  respect  to  income 
received  (luring  1918  can  not  be  applied  as  credit  to  tax  due  from 
individual  members  for  taxable  vear  1918.  In  such  cases  claim  for 
refund  on  Form  46  should  be  filed  by  the  partnership.  (Also  sec. 
252,  art.  1036.) 

Section  335,  Article  952:  Fiscal  Tear  of  Corporation  Ending  in  1918. 

(See  6-19-286;  sec.  328,  art.  912.)  Application  of  section  210  of 
the  Revenue  Act  of  1917  and  sections  327  and  328  of  the  Revenue 
Act  of  1918  to  fiscal  year  returns. 


SECTION  1309— AUTHORITT  FOR  REGULATIONS. 

15-19^-466. 
M.  2228. 

(1)  The  Revenue  Act  of  1918  departs  widely  at  many  points  from 
prior  law  or  practice  and  has  given  rise  to  new  questions  of  such 
importance,  complexity,  and  number  that  resources  of  the  bureau  are 
no  more  than  adequate  to  advise  taxpayers  promptly  of  their  present 
liabilities  arising  out  of  past  transactions. 

It  will  therefore  be  the  policy  of  the  bureau  not  to  answer  any 
inquiry  except  under  the  following  circumstances : 

(a)  The  transaction  must  be  completed  and  not  merely  proposed 
or  planned. 

(b)  The  complete  facts  relating  to  the  transaction,  together  with 
abstracts  from  contracts,  or  other  documents  necessary  to  present  the 
complete  facts  must  be  given. 

(c)  The  names  of  all  the  real  parties  interested  (not  "dummies" 
used  in  the  transaction)  must  be  stated  regardless  of  who  presents 
the  question,  whether  attorney,  accountant,  tax  service,  or  other 
representative. 

SECnON  1320^DEPOSIT  OF  UNITED  STATES  BONDS  AS  SECURITT. 

8-19-336. 
Section  1320.  O.  D.  193. 

Where'  Liberty  bonds  are  deposited  as  collateral,  as  provided 
when  a  claim  for  abatement  for  a  loss  in  inventory  is  filed  (see  see. 
214(a),  12,  and  sec.  234(a),  14),  coupons  representing  one  year's 
interest  mav  be  detached  from  the  bonds  prior  to  depositing  them 
as  collateral  on  Form  1124. 

(See  21-19-626 ;  sec.  214,  art.  268.)  United  States  bonds  deposited 
as  security  for  claim  in  abatement. 


SECTION  1400— REPEAL  OF  FORMER  ACTS. 

Section  1400. 

(See  12-19-409;  sec.  260,  art.  1008.)  The  provisions  of  revenue  act 
of  1916  relating  to  three-year  limitation  are  continued  by  section 
1400. 
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Affiliated  corporations 

Liberty  bonds,  exemption  of 

Affiliated  corporations,  stock  of  subsidiary 
acquired  for  cash. 

"Aggr^atex)ar  value,''  meaning  of 

Alien: 

Claim  for  refund — copy  of  return 

Desiring  to  depart  from  U.  S.,  certifi- 
cate. 

Exemption  of,  leaving  United  States . . 

Net  income,  nonresident  becoming 
resident  during  year. 

Presumption,  residence 

Procedure,  collecting  tax  from,  when 
departing. 
Alien  Property  Custodian: 

Return  for  corporation  by 

Return  for  individual  by 

Ambassadors: 

Income  of  wives,  taxability 

Members  of  family,  taxation 

Amended  returns: 

Inventories  not  complying  with  the 
regulations. 

When  accepted 

Amortization,  scope  of  provisions  for 

Annuities  and  insurance  policies 

Anticipated  profits,  loss  in  inventory 

Apartment,  losses,  subletting,  deduction . . 
Appraised  value,  estate,  gain  or  loss 

157393—20 9 
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266 

266 

1003 

268 

25 

23 

322 

322 

26 

351 

563 


342 
343 

85 
818 
633 

80 
867 

1567 

1036 
1013 

307 
306 

312 
1013 


621 
401 

83 
312 

1582 

621 
181 
47 
263 
141 
343 
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No. 

3 

194 

6 

275 

13 

427 

23 

'54i 

22 

536 

3 

197 

1 

72 

2 

166 

16 

462 

11 

383 

16 

459 

2 

171 

10 

353 

18 

488 

3 

205 

2 

154 

1 

66 

9 

342 

13 

429 

4 

231 

1 

78 

5 

248 

9 

343 

6 

269 

2 

169 

1 

64 

1 

59 

U 

383 
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No. 


62 
62 
101 
62 
22 
22 
70 
69 
23 
73 
94 


72 
73 
39 

115 
99 
36 

123 

17 

106 
103 

64 
64 

66 
104 


97 
79 

37 
67 

19 

97 
54 
29 
61 
48 
73 


129 


130 
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Section. 


Appreciation,  assets  on  reorganization — 

invested  capital. 
Assessment : 

Claim  for,  as  personal  service  cor- 
poration^    income    from    property 
ownership. 
Oorponttion,    high    rate    oi    profit, 

narmalinvesteid  capital. 
Corporation  flmall  invested  capital, 

large  income. 
Income    compared    with    invested 
capital  abnormally  increased  by 
safe  assets. 
Limitation  of  tax,   sale  discovered 

mine. 
Under  Section  210,  business  liqui- 
date, 
ivsseis  I 

ValuatioB  of — 

M^fger  prior  to  Mar.  3, 1917,  trans- 
fer afterwards 

When  defective  accounting 

Assignees,  to  liquidate  corporati<Hi — in- 
come. 

Association 


Association  distinguished  from  trust 

Athletics,  contrimitionstofaigh  school  for. 
Attorney's  fees,   deductible,   when,   by 
receiver. 

B. 

Bad  debts,  difference  between  face  of  note 

and  amount  received  in  compromise. 
Bank : 

Acceptances,  withholding 

Bonds  purchased  from  Government, 
listing. 

Discount 

Interest  received  on  bonds  purchased 

from  Government. 
PurchaflLng  coupons  abroad — owner- 
ship certificates. 

Returns  when  insolvent 

Bank  stock,  tax  on 

Bankruptcy,  returns — when  necessary 

Basis  for  determining  gain  or  loss 

Beneficiaries : 

Loss,  when  not  deductible  by 

When  income  taxed  to 

Board  and  lodging,  seamen,  compensa- 
tion. 
Bequest,  loss  on  sale  property,  acquired  by . 
Bondholders : 

Gain  or  loss,  foreclosed  property,  ex- 
changed stock,  new  corporation. 
InvestM  capital — foreclosed  property 
exchflmged  stock  new  corporation. 
Bonds : 

Claim  in  abatement 

Exchange  old  for  new 


330. 


200. 


327(a). 
327(a). 
327(a), 

827(a). 
327(a). 


331. 

326. 
^0. 


Foreign  government,  pavable  United 
States  to  nonresident  aliens. 


1231 

1 

214(a),  11. 
214 


214(a),  7 


237. 
233. 


212. 
233. 


221(a). 


239 

234(a),  3. 
219(a),  1. 
202 


219(a),  4. 
219(a),  4. 
213(a).... 


214(a),  4,5,6.  . 

202 

326 


214(a),  12.... 

202 

213(c) 


Article. 


932 

1523 

901 
901 
901 

901 
901 

941 

836 
622 

1502 


1504 
251 
111 


151 


601 
541 

23 

541 

361 

622 
566 

341 


345 

345 

33 

141 

1565 

S36t 


268 
1564 

92 


Balle- 
tlnNo. 


Ruling 
No. 


No. 


137 


135 


119 


14       441 


15 


15 
15 


10 

14 
6 


3 
1 


24 

11 

8 

8 
8 

11 

2 


5 

1 

18 

10 

8 
8i 


21 

25 
1 


454 


454 

453 


365 

440 
280 


192  > 
6 


564 

387 
331 

312 

331 

385 

170 


297 


255 

69 

475 

357 

334 

334 


525 

5801 
16 


125 


9 


m 

124 


124 


124 

124 


115 

118 
98 

7 
83 

7 
59 

45 


51 

96 
88 

21 
88 

75 

98 
94 
71 
14 

73 
73 
26 

49 

118 
118 


62 
16 

42 
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Section. 

Article. 

Bulle- 
tin No. 

Ruling 
No. 

PftKO 
No. 

BondB — Continued . 
Interest  on — 

Foreign  countries,  taxation 

Nonreaident  corDoration 

213(C). 
213(c). 
221(a). 
326(c). 
214. . . 

92 
91 
361 
852 
107 
813 
812 
1002 

741 

515 

101 
618 

101 

202 
164 

542 

835 

831 
563 

521 
569 

251 

561 

1013 

818 

77 

77 

864 
111 
222 

251 
251 

562 
251 

251 
251 

251 
251 

1 

13 
6 
1 

47 
417 
277 
125 

42 

41 

Withhol^'iTip 

75 

Porto  Rico.  inadiniaBible  assets. ...... 

122 

Bonum¥?  tfl  employeefl. 

44 

Borrowed  capital ;  amounts  ie£t  in  businees . 
Borrowed  capital:  securities 

826 

114 

325 

114 

British  Columbia,  former  resident  United 
States,  residing  there — collection  tax. 

Brokerage  business,  as  personal  service 
corporation. 

T^uilainrAndljoan  Afwociations,  whfnnot 

250 

20 
12 
19 

516 
4J0 
499 

100 

308 

112 

231 

83 

subject  to  tax. 
RuifiT^efSi  expensf^ 

214 

43 

B^qiPP^  T'^mgtieS.  .   .  a    .  .    a   . .        .    u        . . 

231 

85 

C. 

Canners,  reserves  anticipated  losses  cli- 
matic conditions. 
Capital  recoverable  through  depletion. . . . 
Capital  sum  recoverable  through  deprecia- 
tion allowances. 
Capital  stock: 

Comrnissions,  sale  of— invested  capital 
Issued  for  new  or  improvements  old 

properties— invested  capital. 
Shares  distributed   to   employees — 
invested  capital. 
Capital  stock,  bonds,  and  capital  assets, 

sale  of. 
Casualty  company: 

Exemption - •. 

214 

8 

187 

43 

214(a), 
214(a), 

233... 

10 

8 

55 

54 

11 
1 

13 

891 
120 

431 

116 

326 

117 

326 

116 

284(a), 
231... 

2 

94 

1 
3 

11 
20 
27 

1 

1 

10 

17 

83 
202 

379 
515 
606 

132 

46 

356 

473 

85 

How  construed •• 

234(a), 

214(a), 
234... 

10 

11 

95 

Cemetery  corporation: 

Contribution  to 

59 

Maintenance  fund,  deduction 

Certificateof  compliance,  where  procured.. 
Certificates  of  indebtedness: 

Conversion  of,  into  Victory  loan  notes, 

invested  capital. 
Exemption  of,  issued  by  Philippine 

Government. 
Issued  by  I>irector  General  of  Rail- 
roads. 

Certified  copies,  ownership  certificates 

Chaxcres,  deductible  when 

93 

260 

104 

326 

115 

213 

;i4 

218 

33 

221 

109 

214 

45 

Charges  to  capital  and  to  expense  in  case 

of  a  mine. 
Charitable  contributions 

214(a), 

214faJ, 
214(a), 

234... 

10 

11 

11 

57 

58 

Board  of  education  of  school  district 
incorporated  by  State. 

By  corporations,  not  deductible 

Charitable  corporation  not  yet  in  op- 
eration. 

Churches 

8 

4 
20 

26 
30 

3 
3 

321 

229 
611 

590 
641 

191 
181 

59 
94 

214(a), 

214(a), 

214(a), 

214(a), 
214(a), 

11 

11 

11 

11 

11 

72 
60 

Corporations   to    provide   relief   for 

.earthquake  sufferers. 
Council  of  National  Def  «ise 

60 
58 

Coupons  attached    to   nontax -free 
Liberty  bonds,  presented  to  insti- 
tution. 

33 

132 


INDEX. 


Charitable  conti  ibutions — Continued . 
For  purchase  public  park  or  recrea- 
tion grounds. 
Fund  for  location  of  industrial  plant. 

Musical  organizations 

National  Dry  Federation 

Police  pension  fund 

Premiums  on  life  insurance 

Property  given  to  public  high  school 
athletic  purposes. 

To  family  cemetery  corporation 

Church  contributions,   assessments  and 

pew  rents. 
Citizens,  departing,  evading  payment  taxes 
CITIZENS  OF  UNITEDSTATES  POS- 

SESSIONS 

Status  of  citizen  of  United  States  pos- 
session. 

Virgin  Islands 

Civilian: 

Flying  instructor,  exemption 

Member    American     llxpeditionary 
Forces,  income  tax  rates. 
Claim: 

For  loss  in  inventory.  1918 

Settled,  gain  or  loss,  lor  what  year. . . . 

Claims 

Refunds 

Clergymen,  amount  received  by,  turned 
over  to  religious  order. 

Collection  of  tax  by  suit 

Commission  on  training  camp  activities, 

employees  of,  taxabifity. 
Commissions: 

Advertising  solicitor,  taxation 

On  sale  of  stock . 

Paid  by  corporation,  invested  capital. 
Compensation: 

Other  than  paid  in  cash 

Personal  services 

Soldiers  and  sailors 

Spruce  division,  person  in  military 
service. 

State  officers 

Treatment  of,  excessive 

Comptroller  of  State,  inspection  lists  of  in- 
dividuals making  returns,  in  office  of. 

Computation  of  net  income 

Conaitional  and  other  exemptions 

Congress,  member  of,  clerk  hire 

Consignor,  profit  on  goods  sold,  notified 
subsequent  year. 

CONSOLIDATED  RETURNS 

Domestic  corporation,  affiliated  with 
foreign  corporation. 
Intercompany  interest  charges. . . 
Where  credit  taxes  paid  foreign 
country  not  allowea. 
Partnership    becoming    corporation 
and  owning  stock,  other  corporation. 


Section. 


214(a),  11. 

214(a),  11. 
214(a),  11. 
214  a),  11. 
214(a),  11. 
214(a),  11. 
214(a),  11. 

214(a),  11. 
214(a),  11. 

253...... 


260. 
260. 

260 


213(b), 
213(b) 


214(a),  12. 

202 

214(a),  12. 
252 

213(b) . . . , 


250... 
213(b) 


213(a) 
235... 
326... 


213(a). 
213(a) . 
213(b) 
213(a) . 


213(b).. 
214(a),  1, 
257 


212(b) 
231... 
214... 
213(a) , 


240... 
240(c) 

240(c) 
240(c) 


240. 


Article. 


251 

251 
251 
251 
251 
251 
251 

251 
251 

1041 


1121 

1121 

.86 
86 


261 

1561 

266 


71 

1008 
86 


31 

581 
831 

33 
32 
86 
31 

85 

106 

1091 

22 


101 
31 
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636 

636 
636 

632 


1 

23 

1 

27 

24 
3 

11 
26 

6 


28 

3 
1 


8 
1 


1 

11 
11 


11 


14 


25 
1 


28 
11 
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No. 


152 

56 
546 

61 
602 
566 
192 

379 
590 

282 


619 

183 

41 


323 
11 


180 


39 


31 
391 
391 


376 


439 


583 
25 
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No. 


616 
388 

286 


59 

58 
59 
58 
60 
60 
59 

59 
60 

107 

110 
110 

110 

40 
40 


60 
14 
62 
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32 

103 
40 


24 
116 
116 

26 
2o 
40 
40 

38 

44 

109 

20 
83 
43 
23 

99 
99 

99 
99 

126 


IKDBZ. 


133 
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Section. 

Article. 

BuUcs 
tin  No. 

Ruling 
No. 

Pape 

No. 

CONSOLIDATED  KETURNS— Contd. 
When  corporations  are  affiliated 

240 

633 
633 

633 

54 

111 

31 
1510 

1510 
361 

561 

99 

Consolidated  retum,  when  not 

540 

7 
16 
20 

5 

1 
17 

17 
7 

14 

304 
465 
505 

260 

26 

468 

468 
298 

438 

99 

legally  compellable  to  pay  tax. 
Construction  * 'owning  or  control- 
lingsubstantially  all  the  stock.' ' 
Constructive  receipt,   donation   by  as- 
signment,   partnership   profits   to   be 
earned. 
Contingent  liability,  set  up  one  year,  de- 

ductioility  another  year. 
Contract: 

Amount  received  in  excess  amount 

a^;reed  on,  taxability. 
Knights  of  Columbus  or  Young  Men's 
Christian  AsBodation,  Government 
contract. 
Red  Cross,  with  Government 

240 

99 

213 

31 

214 

45 

213(a) 

1 

23 
9 

1 

9 

Contractor,  operating  mine,  withholding. . 
Contributions: 

Rf4  OiYMff  ftT)d  other  war  OTEftniza- 

221 

75 

234 

92 

tions — deductions. 
O^tribiitionp,  rharitAble 

214(a),  11 

58 

Cooperative  associations ^ 

231(11) 

231(11) 

239 

522 
522 

621 
621 

621 

621 

622 
622 

622 

622 
622 
626 
626 
621 

621 

131 

741 

511 

105 
131 

341 

1008 

836 

# 

87 

Cooperative  store,  managed  by  univer- 
sity, exemption. 
Corporation  returns 

1 

2 
4 

90 

169 
168 
231 

87 
97 

Amended,  capital  charge  erroneously 
made  to  income. 

Kentucky  corporation,  orgamzation 
not  peirfectea. 

Property  taken  over  by  alien  prop- 
erty custodian. 

Returns  bv  receivers 

239 

97 

239 

97 

239 

97 

239 

98 

Income,  -investments  by  corpo- 
ration in  liquidation. 

Income  received  by  assignees  to 
liquidate  corporation. 

Period  to  be  covered  by 

289 

12 
6 

1 

2 

406 

280 

102 
170 

90 

239 

98 

239 

98 

Where  liouidatinir  bank 

239 

98 

Returns  for  fractional  part  of  year 

Reduction  of  credit 

239 

98 

239 

31 
14 

1 

13 

1 

8 

15 
1 

20 

1 
13 

650 
438 

100 

418 

114 

328 

444 
58 

511 

107 

432 

98 

Statement  deductions  for  contribu- 

239 

92 

tions  on  original  return  prior  to 
T.  D.  2847. 

£  supplementary,  fiscal  year  endedl918. 
Corporationfl: 

Additional  excise  taxes— deductibil- 
ity. 

Assessment,  i^onpersonal  service  ele- 
ment negligible. 

C3iaracter  of  .now  judeed 

239 

97 

214(a),  3 

303 

4ii 
112 

231(12) 

214 

83 

Deduction — 

Compensation  of  officers . ........ 

44 

Ten  per  cent  tax  undistributed 
net  income. 
Described  in  see.  231(6),  exemption 

trust  property. 
Dissolving,  not  retaining  sufficient 

funds  to  pay  taxes. 
Exchanging  stock  for  assets  partner- 
ships, excess  par  value  stock — ^in- 
vested capital. 

214(a),  3 

219(a),  1 

250...., 

46 

72 

103 

326 

118 

* 
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Section. 


( orporations — Gontmued. 

Family  cemetery,  contributions  to, 

deduction. 
Incorporated  laws  one  State  taking 
over  corporation  another — ^investea 
capital. 
Increasing  stock  and  changing  name-^ 

investea  capital. 
Payments  to  trustees,  cemetery  cor- 
poiation,  proceeds  lots— deduction. 
Purchasing  assets  defunct  corpora- 
tion— ^borrowed  capital. 

Reorganized,  invested  capital 

Reacission  of  dividends,  repayment — 

income. 
Salaries,  excessive  compensation,  de- 
duction. 
Small  invested  capital,  large  taxable 
income — assessment  sec.  210.    Act 
of  1917. 
Succeeding  partner^ps,  subeciiber 

Liberty  Donds  and  Victory  notes. 
Withholding  in  1918  foreign  corpoia- 
tiOne. 

Deductions  allowed 

Credit  for  foreign  taxes 

Profits  of,  taxable  to  stockholdezB 

Tax(Hi  (income  tax) 

War  pronts  and  excess  profits  tax 

Corporations  liable  to  tax 

Gains  on  liquidation  assets 

Pooling  interests — ^partnerships 

Trusts  as  corporations 

Cost,  average,  valuation  of  inventories  on. 

Cost  which  may  be  amortized 

Coimcil  of  National  Defense,  contribu- 
tions to,  deductibility. 

Coimtry  club,  exemption  of 

Coupons,  Liberty  bonds,  presented  to  in- 
stitutions, deductibility. 
County  surveyor,  compensation,  taxabil- 
ity. 
Creamer>'  company,  cooperative,  exemp- 
tion. 

Credit  for  dependents 

CREDIT   FOR    TAXES    (CORPORA- 
TIONS). 

Credit  for  foreign  taxis -  . 

Conditions  of  allowance 

Domestic  corporation  controlling 
foreign,  assessment  against  for- 
eign corporation. 
Imposed,  net  income  corporations. 

Imposed  on  basis  dividends 

CREDIT    FOR    TAXES    (INDIVID- 
UALSJ. 

Aruthsia  of  credit  for  taxes 

Foreign  income  taxes 

Conditions  of  allowance  of  credits 

Foreign  income  tax — no  individ- 
ual receipt. 


214(a),  IX. 
826 


826. 

234. 
326. 


830... 

201(e) 


214. - - 

327(a). 

213(b). 
221... 


234... 
238(a), 
220... 
230... 
801... 
230... 
230... 
230.-. 
230... 
203... 


214(a),  9.. 
214(a),  11 

231(9) . . . 
214(a)»  11. 

213(b)... 
231(11).. 


216. 
238. 


238(a; 

238(a 
238(a 


2d8(a). 
238(a). 
222.... 


222. 
222. 
222, 
222 


Article. 
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2&1 
831 

831 

561 

831 

932 
1541 

105 

901 

79 

371 

561 
611 
351 


503 
503 
503 
503 
1582 
184 
251 

520 
251 

85 

522 

304 


611 
611 
611 


611 
611 


381 
381 
383 
383 


Ralins 
No. 


11 
11 

10 
20 
11 

1 

20 

18 
14 

11 


11 
4 

10 
16 


3 

1 
3 

1 

8 


12 
11 


4 
4 


26 
i2 


379 
890 

365 

515 

389 

137 
502 

481 

441 

373 
159 


Page 
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386 
227 
351 
457 


191 

81 
181 

45 

330 


407 
388 


230 
230 


593 


407 


59 
116 

115 

93 

116 

125 
11 

44 

124 

34 

78 

91 
96 
73 
82 
110 
82 
89 
82 
7 

19 
55 
58 

85 
33 

38 

88 

64 
96 

96 
79 
99 


96 
96 

79 

79 
79 
79 
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CREDITS  ALLOWED 

Credits  a^rut  net  tnoome 

Dividends  from  c<»rporatioDs  ex- 
empt 
Exemption  dividends  from  nor- 
mal tax. 

Credit  for  dependents 

American,  irrespective  of  nation- 
ality or  residence  of  dependents. 
Credit  to  nonresident  alien  individiutU. 
Becoming  citizen  or  resident  dur- 
ing year. 
Personal  exemption  of  head  of  family. 

Men  in  military  service 

When  nonresident  tndividual  entitled 
to  personal  exemption. 
Alien  leaving  prior  to  end  of  year . 

Citizens  of  Switzerland 

Country  imposing  income  tax  but 
not  on  income  therein,  nonresi- 
dent citizen  of  UnitM  States. 

Exemption,  subjects  of  Greece. . . 

Proof  of  foreign  laws  as  to  exemp- 
tion. 

Subjects  of  Luxemburg 

Subjects  of  Poland" ' 

T.  D.  2922,  amending  article  307, 

Reg.  45. 
Years  to  which  article  307  appli- 
cable. 
Crop  insurance,  premiums  on,  deduction.. 
Current  eamines : 

Available  during  year — accrued  taxes . 
Capitalization — effect    on    invested 
capital. 

D. 
Dama^: 

Libel  suit,  taxability 

"Date  of  the  tax  retimi' ' — second  Liberty 

loan  act,  meaning  of 
Death,  partner  during  taxable  y  ear^  returns . 
Debtor  corporation,  appointing  withhold- 
ing agent 
DEDUCTIONS,     ITEMS     NOT     AL- 
LOWED  

Pergonal  aTid  family  expends 

Sums  paid  to  wife  under  marriage 
agreement 

Premiums  on  btuiness  vnsiarance 

Paid  by  partnership,   accident 

and  health. 
Policy  taken  out  by  wife,  on  life 
of  husband. 

Traveling  expenses 

Employee  going  to  and  from  em- 
ployment 

DEDUCTIONS  ALLOWED 

Bonuses  to  emptoyeee 

Stock  held  by  trustee  for  em- 
ployees. 
Year  deductible,  books  accrual 
basis. 


Section. 


Article. 


216. 
216. 
216. 

216, 

216. 
216. 

216, 
216. 


216(c] 
216(c 
216.. 


216. 
216. 
216. 


/216. 

\216, 

216. 

216, 
216. 
216. 

216. 

214, 


326 

201(c)(d)(e) .. 


213(a) . 
213(b) 


224. 
221, 

215 


215(a) 
215(a), 


215. 
215. 

215. 

215. 
215. 

214, 
214. 
214. 

214. 


301 
301 

301 

304 
304 

306 
306 

302 
302 
307 

307 
307 
307 


307 
307 
307 

307 
307 
307 

307 

101 

857 
1545 


Balle- 
tlnNo. 


31 

79 

411 
361 


291 
291 

294 
294 

294 

292 
292 


107 
107 

107 


28 
5 


Ruling 
No. 


2 

31 

2 


20 
24 

15 

27 
30 
20 

24 

11 

18 
1 


1 

n 

12 
10 


20 


13 
1 


8 


3 
1 


Page 

No. 


612 
252 


220 


66 


184 


154 
648 
153 


510 
567 
446 

603 
642 
508 

568 

377 

491 

^  7 


21 
375 

403 
359 


507 


422 
65 


317 


186 
54 


63 
63 
38 

G3 

64 
64 

64 
64 

C4 
40 
64 

64 
66 
64 


65 

65 
64 

66 
66 

65 

66 

43 

123 
13 


24 
34 

81 
75 

63 

G3 
63 

63 
63 

63 

63 
43 

43 
44 
45 

44 
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DEDUCTIONS  ALLOWED— DEPLE- 
TION—Continued. 
Determination  affair  market  value  of 
timber. 
Amendment  of  Reg.    45,  T.  D. 
2916. 
Determination  of  quantity  of  timber. . . 
Amendment  of  Reg.    45,  T.  D. 
2916. 

Oil  and  gas  welLs 

Oil  and  gas  wells — discovery-proven 

tract  or  lease. 
Oil  and  £»8  wells — ^proof  of  discovery. . . 
T.  D.  2956  amending  Arts.  220, 
220(a),  and  221,  Reg.    45. 
DEDUCTIONS    ALLOWED— DEPRE- 
CIATION. 

Capital  sum  recoverable  through  de- 
preciation allowance. 
Replacement  property — specula- 
tive value. 

Depreciable  property 

Claim — war  device 

Orchard,  productive  staoe 

Plant,  manufacture  beer  Dottles. . . 

Depredation J 

Vineyards,  after  prohibition  leg- 
islation. 

Depreciation  of  intangible  property 

Brewers 

Definition  of  intangible  property. . 
Distillers  and  dealers  in  uquors . . . 
T.  D.  2929— modifying  Art.  163, 
R^.  45. 

Depredation  of  patent  or  copyright 

Acquired  prior  to  Mar.  1,  1913 — 
invested  capital. 
DEDUCTIONS    ALLOWED— IN- 
TEREST. 

Interest 

Basis   of   computation,    exempt 

Libertv  bonds. 
Indebtedness,  purchase  notes  of 

Victory  loan. 
Interest  and  taxes  paid  by  corpo- 
poration,  construction  plant. 
DEDUCTIONS  ALLOWED— LOSS  IN 
INVENTORY. 

Claims 

Abatement,  basis  of 

^atement,  claim  filed,  basis  sec- 
ond installment  tax. 

Effect  of  claim  in  abatement 

Bonds 

Partnership,  loss  in  inventory 

Loss  in  inventory 

Anticipated  profits 

Meaning  of  "temporary  fluctua- 
tion.*^ 

Part  of  goods 

Losses  in  inventory  and  from  rebates 

Goods  ordered   1918,   delivered 
1919. 


Section. 


214(a)  10. 

214(a)  10, 

214(a)  10. 
214(a)  10. 

214(a)  10. 
214(a)  10. 

214(a)  10. 
214(a)  10. 


214(a)  8. 

214(a)  8. 

214(a)  8. 

214(a)  8, 
214(a)  8. 
214(a)  8. 
214(a)  8. 
214(a)  8. 
214(a)  8. 

214(a)  8. 
214(a)  8. 
214(a)  8. 
214(a)  8. 
214(a)  8. 

214(a)  8, 
214(a)  8, 

214(a)  2. 

214(a)  2. 
214(a)  2. 


214(a)  2.. 

214(a)  2.. 

214(a)  12. 

214(a)  12. 
214(a)  12. 
214(a)  12. 

214(a)  12. 

214(a)  12. 
214(a)  12. 

214(a)  12. 
214(a)  12. 
214(a)  12, 

214(a)  12. 
214(a)  12. 
214(a)  12, 


Article. 


Bulle- 
tin No. 


234 

234 

235 
235 

220 

220(a) 

221 
220 


164 

164 

162 
162 
162 
162 
161 
161 

163 
163 
163 
163 
163 

167 
167 


121 
121 

121 

121 


266 
266 
266 

268 
268 
268 
263 
263 
263 

263 
261 
261 


18 


18 


31 


21 


7 
1 
3 


8 


24 
30 
15 
23 


20 


1 
1 
1 


3 
6 


21 

11 


1 
12 

12 


Baling 
No. 


483 


483 


647 


Page 
No. 


524 


291 

62 

190 


320 


565 
640 
445 
545 


506 


40 
57 
50 


194 
275 


525'' 
380 


64 
402 

402 


251 


57 


57 


58 
58 

56 
56 

56 
56 

51 

54 

54 


53 
52 
52 
51 

51 

53 
54 
54 
53 
53 

54 
54 

46 

46 
34 

46 

16 

GO 

62 
62 
62 

62 
62 
62 
61 
61 
61 

61 
60 
61 
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DEDUCTIONS  ALLOWED— LOSS  IN 
INVENTORY-Oontiimed. 
LosM  in  inventory  and  from  rebated — 
Contmaed. 
In  1919,  partnership  operated  as 
corporaticm  1918. 

On  part  of  inventory 

Return  made  fiflcai  year  b^in- 
ning  1917,  ending  1918. 

RebcUetf  lossfrom.^ 

When  deductible 

DEDUCTIONS  ALLOWED— LOSSES.. 

Loss  ofuaeful  value 

Plants  adaptable  onlv  for  manu- 
facture 01  beer  bottles. 
Vine>'ards — ^prohibition    legisla- 
tion. 

Lowes 

Bona  Me  sale,  securities 

Embezzlement— deductible    for 

what  year. 
Embezzlement — ^part  recovered. . 

Guarantor,  sale  of  bonds 

Insumnce — how  computed 

Investment,  property  or  securi- 
ties. 

Residential  property,  sale  of 

Retirement    and    salvaging    of 

equipment. 
Sale  property  acquired  by  gift, 
bequest,  devise,  or  descent. 

Subletting  apartment 

Shrinkage  in  securities  and  stocks 

Accrued  losses — short  sales 

Decrease  maxket  value — ^insur- 
ance company. 
Owned  by  taxpayer,  return    by 

administrator. 
Surrender  to  wipe  out  operating 
deficit. 
DEDUCTIONS    ALLOWED— NO N- 

RESIDENT  ALIENS. 
DEDUCTIONS  ALLOWED— TAXES . . . 

InherUaTice  taxes 

Federal  estate  tax 

New  York  State 

Federal  duties  and  excise  taxes 

Wholesale  liquor  dealers 

Taxes 

Additional,  act  of  1909 

Federal  taxes,  tran^ortation,  ad- 
minions^  and  dues. 
Income  taxes,  acts  1913  and  1916. 
Income  and  war  profits  tax,  for- 
eign country. 
10  per  cent  tax  on  undistributed 
net  income  of  corporations. 

Taxes  for  local  benefits 

Illinois  drainage  assessments 

T.  D.  2937,  modifying  art.  133, 
R^.  45. 


Section. 


214(a)  12, 

214(a)  12. 
214(a)  12. 


214(a)  12.... 
214(a)  12.... 
214(a)  4, 5, 6, 
214(a)  4, 5, 6. 
214(a)  4, 5, 6, 

214(a)  4, 5, 6. 

214(a)  4, 5, 6, 
214(a)  4, 5, 6. 
214(a)  4, 5, 6. 

214ra)  4, 5, 6. 
214(a)  4, 5, 6. 
214(a)  4, 5, 6. 
214(a)  4, 5, 6. 

214(a)  4, 5, 6. 
214ra)4,5,6. 


214(a)  4,5, 6.  . 

214(a)  4, 5, 6., 
214(a)  4, 5, 6.. 
214(a)  4, 5,0.. 
214(a)  4, 5, 6.. 

214(a)  4, 5, 6.. 

214(a)  4, 5, 6.. 

217 


214(a)  3, 
214  a)  3. 
214fa)  3. 
214(a)  3. 
214  a)  3. 
214(a)  3. 
214(a)  3. 
214(a)  3, 
214(a)  3. 

214(a)  3. 
214(a)  3. 

214(a)  3. 

214(a)  3. 
214(a)  3, 
214  a)  3, 


Article. 


261 

261 
261 

262 
262 


143 
143 

143 

141 
141 
141 

141 
141 
141 
141 

141 
141 

141 

141 
144 
144 
144 

144 

144 


134 
134 
134 
132 
132 
131 
131 
131 

131 
131 

131 

133 
133 
133 


Bulle- 
tin No. 


17 

8 
3 


28 


3 

2 


2 
6 

6 

13 
18 

4 

1 
30 

10 


24 
9 

11 

11 


13 
24 


13 
22 

13 
26 


24 

24 


Ruling 
No. 


471 

323 
193 


614 


190 
150 


149 
279 

273 
420 
482 
218 

51 

639 

357 

59 


558 
341 

383 

378 


419 
562 


216 


418 
535 

418 
593 

58 


661 
560 


Paee 

No. 


61 

60 
61 

61 
61 
48 
50 
52 

50 

48 
48 
49 

49 
49 
49 
48 

48 
50 

49 

43 
50 
22 
50 

73 

50 

66 

46 
47 
47 
48 
47 
47 
46 
46 
46 

46 
79 

46 

47 
47 
47 
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DEFINITIONS 

Personal-service  corporation 

Freight-forwaraing  buaiiiesB 

Income  from  property  ownership 
Personal-service    corporation — certain 
corporations. 

Income,  trading  as  principal 

Personal  services  rendered  hg  personal- 
service  corporation. 
Income   attributable    to   stock- 
holders. 
Income,  sanitarium,  from  housing 
patients. 
Personal  services  rendered  by  per- 
sonal-service   corporation;    more 
than  one  business. 
'*  Taxable       year,"       ''withholding 
agent, "  ana  '  *  paid . ' ' 
Fiscal  year  corporation  organized 
1918. 
Del^ates  from  foreign  countries: 

Taxability  income  sales  in  United 
States. 
Delinauency  or  fraud: 

Audition  to  tax  for 

Depletion,  deductions  allowed 

Depreciable  property 

Depreciation:  ^ 

Effect  on  invested  capital 

Depreciation,  deductions  allowed 

Depreciation  of  intangible  property 

Depreciation  of  patent  or  copyright 

Descent,  loss,  sale  property  acquired  by. 
Devise,  loss,  sale  property  acqmred  by . . . 
Diplomatic  representatives,  foreign  coun- 
tries— departure  of. 

Disclosure  of  returns,  penalties  for 

Discount: 

Cash,  anticipated 

Inventories,  effect  of 

Distillers: 

Accumulation  1918  profits 

Depreciation,  intangible  property. . . 

Restoration  surplus,  obsolescence 

Distraint: 

Delinquent  estate 

Penalties 

Distribution,  presumption  as  to  source  of. 

DIVIDENDS 

Distribution  in  liquidation 

Excess  price  of  stock 

Excess  value,  Mar.  1,  1913 

Made  in  installments 

JHvidends 

Distribution  to  domestic  corpo- 
tion  stockholder  in  foreign  cor- 
poration, no  income  from 
united  States. 
Paid  one  year,  actually  received 
next. 


Section. 


200. 
200. 
200. 
200. 
200. 

200. 
200, 

200. 

200. 

200. 

200. 
200. 


213(b) 


250 

214(a)  10. 
214(a)  8., 


326 

214(a)  8 

214(a)  8 

214(a)  8 

214(a)  4, 5,  6. 
214(a)  4, 5, 6. 
260. 


257. 

234. 
203. 


220 

214(a)  8. 
326 


250... 
r260... 
\250... 

201(e). 

201... 

201... 

201... 

201... 

201... 

201(e) 

201(e). 


201(e), 


Article. 


1523 
1523 
1523 
1524 

1524 
1525 

1525 

1526 

1526 

1533 
1533 

83 

1002 


162 
836 


163 
167 
141 
141 
1013 

1094 

561 
1583 

351 
163 
840 

1006 
1006 
1006 
1542 


Bulle- 
tin No. 


1548 
1548 
1548 
1548 
1541 
1541 


1541 


29 
1 


19 
1 


1 

8 

23 


10 

10 
18 


4 
28 

2 

15 

2 

18 
24 
25 


2 

2 

30 


21 


Ruling 
No. 


622 
135 


4 

492 
5 


3 
315 
551 


129 


357 
357 

487 


228 
610 

156 
445 
151 

486 
575 
588 


141 
141 
635 


520 


140 


Page 
No. 


9 
9 
9 
9 
10 

10 
10 

10 

10 

10 

10 
10 

37 


100 
55 
52 

117 
51 
53 
54 
49 
49 

104 

110 

91 
19 

74 

53 

119 

102 
102 
102 
12 
10 
14 
31 
31 
31 
10 
11 


30 
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DIVIDENDS—Continued. 
Dividends — Contiiiued . 

Repaid  to  corporation 

Recfcinded  dividend,  rep^aid  in- 
come, 
f^baidiary  to  parent  corporation 
When  stock  increased — exchange 

of  checks. 
When  payments  not  subject  to 
formal  declaration. 

Dimdends  paid  in  property 

Bank  laying  in  stock  of  bank  or 

trust  company. 
Liberty  bonds,  value  below  par, 
deduction. 
Presumption  as  to  source  of  distribu- 
tion. 
Allocation  of  dividends 

Elffect  of  60-day  provision 

Meaning  of  "first  60  days" 

Paid  first  60  days,  1918 

Sale  of  stocks  received  as  dividends 

Method  of  determining  profit 

Stock  dimdends 

Capitalization — current  earn- 
ings— BUIpluB. 

EfiFectof 

Surplus  —  capitalization,    *  *  good 
w&l". 
Domestic  corporation  affiliated  with  for- 
eign corporation. 

Donations 

'Due  and  payable,"  meaning  of 

' '  Due  date/ '  meaning  of 

Duties,  Federal  and  excise  taxes 

E. 

Earning,  apportionment  of — inventory. . . 

Education,  contribution  to  board  of 

Election  to  be  taxed  as  corporation 

Embezzlement: 

Ix)e8e8  from 

Restoration  of  part 

Employees: 

Bonuses 

Federal  reserve  banks — compensation. 

Nonresident  alien — exemption 

Of  State— definition 

Salaried — expenses 

Stock  in  escrow 

Employer,  duty  of,  to  determine  status  of 
employee. 

ESTATES  AND  TRUSTS 

Decedent* s   estate   during   administra- 
tion. 
Distributive  share,  personal  serv- 
ice corporation  profits. 
Profits  and  losses  before  or  after 
decease. 

Estates  and  trusts 

Ancillary  executor 


Section. 


201(e), 
201(e). 

201(e). 
201(e). 

201(e), 


201. 
201. 


201, 


201(e). 


201(e) 

201(e) 

201(e) 

201(e) 

201 

201 

201(c)  (d)(e).. 
201(c)(d)(e).. 

201(c)(d)(e).. 
201(c)(d)(e).. 

240(c) 


234.... 
326.... 
212(b). 
214(a)3. 


212 

214(a)Vl 
330 


214(a)4, 5, 6 . 
/214(a)4,5,6. 
\214(a)4,5,6. 


214.... 

213(a).. 

221(a).. 

213rb). 

214(a) 1 

214.... 

217.... 


Article 


219. 
219. 

219. 

219 


219(a) 1. 
219(a)  1. 


1541 
1541 

1541 
154^1 

1541 

1544 
1544 

1544 

1542 

1542 
1542 
1542 
1542 
1547 
1547 
1545 
1545 

1545 
1545 

636 

562 

845 

26 

132 


23 
251 
933 

141 
141 
141 

107 
32 
361 
85 
101 
107 
315 


343 

343 

343 

341 
341 


Bulle- 
tin No. 


12 
20 

15 
22 

25 


5 

17 


Ruling 
No. 


6 
1 

1 
12 


30 

"i 

1 
11 


12 
10 


4 
8 


6 
6 
6 

1 
1 
7 
16 
8 
3 


1 
11 


23 


398 
502 

442 
529 

579 


243 
469 


266 
9 
8 

395 


634 

7 
368 


411 
356 


211 
321 


279 
273 
279 

54 
27 
298 
459 
317 
186 


71 
383 


547 


Paeo 
No. 


25 
11 

11 
11 

11 

12 
12 

13 

12 

12 
12 
12 
12 
13 
13 
13 
13 

13 
13 

99 

94 

120 

23 

47 


20 

59 

126 

49 
49 
49 

44 
25 
75 
39 
43 
45 
67 

71 
72 

72 

73 

71 
31 
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ESTATES  AND  TRUSTS— Continued. 
Estates  and  trusts — Continued. 

Income,  aale  securities 

Income,  fund  held  by  city  for 

charity. 
Income  to  be  paid  to  exempt 

association  orgfluaizin^. 
Payments  by  executor  for  estate — 
personal  funds. 

Returns,  bankrupt 

Same  trustee,  several  trusts 

'nrusi};  not  association  when 

Estates  and  (rusts   taxed  to    benefi- 
ciaries. 
Distributable  income  of  trusts. . . 
Losses— deductions  by  beneficia- 
ries. 

Estates  and  trusts  taxed  to  fiduciary 

Income  not  paid  or  credited  to 
.  bbneficjary. 

Income  payable  in  discretion 
trustee. 

Incidence  of  tax  on  estate  or  trust 

Trustees,  selling  assets  oil  com- 
pany. 

Estate  tax,  Federal ,  deductibility 

Excess  tax,  withheld,  release  of 

Excessive  compensation,  treatment  of . . . . 
Exchange  of  property,  determination  of 
gain  or  loss  from. 

Exchange  of  property  and  stock 

Exchange  of  stock  for  other  stock  of  no 

greater  par  value. 
Excise  taxes: 

Additional,  corporation 

Wholesale  liquor  dealer 

Executor: 

Amounts  paid  out  of  personal  funds, 
when  income  to  estate. 

Compensation  of — exemption 

Exempt  oiganizations,  gifts  to — will  or 

trust. 
EXEMPTIONS,  CONDITIONAL  AND 
OTHER. 

Building  and  loan  associations 

When  not  subject  to  tax 

Busines  leagues .^ 

Navigation  associations 

Cooperative  associations 

Association  to  market  product  of 

members. 
Cooperative  creamery  company. . 
Cooperative  store  managed  by 

university. 
Incorporated   fruit   growers' 
union. 
Mutuxil  insurance  companies  and  like 
organizations. 

Auto  owners'  association 

Casualty  company. 

Company  or  association  qualified 
as  "like  organization" — 
* 'purely  local  character". 


Section. 


219(a)l. . 
219(a)l.. 


«>4 


219(a)l. 

219{a)l. 

219(a)l. 

219(a) 1. 

219(a)l. 

^19(a)4. 


219(a)4, 
219(a)4. 


219. 
219. 


219., 


219. 
219. 


214(a)3. 
221.... 
214.... 
202.... 


202, 
202, 


214(a)3. 
214(a)3, 

219(a)l. 


213(b). 
219(a)l. 


231 


231...- 
231.... 
231.... 
231.... 
231(11), 
231(11). 

231(11) 
231(11), 

231(11). 

231.... 


231 
231. 
231 


Article. 


341 
341 

341 

341 

341 
341 
341 
345 

345 
345 

342 
342 

342 

344 
344 

134 

372 

106 

1564 

1566 
1567 


131 
132 

341 

85 
341 


515 
51.5 
518 
518 
522 
522 

522 
522 

522 

521 

521 
521 

521 


BuUe- 
tinNo. 


Rulizif 
No. 


No. 


3 
14 

20 

1 

7 
26 
10 


13 

4 


16 
20 


19 

*i 


8 
1 


25 
1 
1 


1 


198 
433 

511 

70 

297 
592 
351 


1 

5 

69 
255 

16 
11 

462 
382 

9 
13 

337 

419 

418 
216 

70 

459 ; 

511  . 


499 


86 
'84" 


330 
90 

89 


586 

83 
82 


71 
38 


79 


71 

71 

72 

7 

73 

73 
73 

72 

72 

72 

73 
20 

47 
79 
44 
16 

16 
17 


46 
47 

71 

39 

72 

83 

83 
83 
85 
85 
87 
87 

88 
87 

87 

85 

86 
85 
86 
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EXEMPTIONS,  CONDITIONAL  AND 
OTHER— Continued. 
Mutual  insurance  companies  and  like 
oroaima(um«— Continued . 
Irri^tion  ditch  company  asso- 
ciations. 

Mutual  health  and  accident. 

Mutual  liability  insurance  com- 
pany. 

Travelers'  aasociaticHi 

Proof  of  exemption 

Clmracter  of   corporation,   how 

judged. 
Earnings  of  railroad  company 
paid  to  charitafole  institution. 

Theater  operate  by  trustees 

Religious,   charitablej   sdentiJiCf   and 
educational  corporations. 
Coiporation  conducting  educa- 
tional institution. 

Day  nuraery  colouration 

EducsUloiial  institution 

Meaning  of  *'pri\'ate" 

Social  clubs 

Club  formed  for  meeting  place  for 
members,  etc. 

Country  club 

Political  club 

Exemption  from  withholding 

Exemption,  proof  of 

Expenses,  traveling 

Extension  of  time  in  case  of  person  abroad 

F. 

"Fair  market  value,"  definition  of 

Fanner: 

Books  on  accrual  basis 

Use  of  Form  1040  F 

Federal  estate  tax,  deduction 

Federal  reserve  agents  and   assistants, 

compensation  of,  taxation. 
Federal  restfve  bank,  stock,  inadmissible 

assets  when, 
^udaries,  compensation  of,  taxability. 

FIDUCIARY  RETURNS 

Fiduekary  returns 

Fiduciary  also  beneficiary 

Nonreeident   alien    beneficiary. 
Form  1040. 


Trustees  in  bankruptcy . . . . 
Return  for  nonresideHt  oenejiciary. 


Ancillary  executor. 

Hre  relief  certificates,  Iktinnesota,  taxabU- 
^^  ity  interest. 

"First  60  days  of  any  taxable  year,"  con- 
struction of. 

"First  taxable  year,"  meaning  of 

Fiscal  year: 

Corp(»ati(m  organized  1918 

Established,  partnership  making  re- 
turn for  more  than  12  months. 
Inventory  loes 
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Fiscal  year  corporation: 

Computation  of  tax  by,  Government 
contract. 

Income,  Government  contracts 

FISCAL  YEARS  ENDING  IN  1918  OR 
1919. 
Fiscal  year  of  corporation  ending  in 
1918, 
Application  sec.  210  (1917),  sec. 
327,  and  sec.  328  (1918). 
Sec.  335(c): 

Claim  for  refund  by  partnership . 
Excess  profits  tax  paid  by  part- 
nership 1918. 
Fixed  or  determinable,  annual  or  periodi- 
cal income. 
Flying    instructor,    compensation,    War 

department. 
Foreign  corporation: 

Amounts  paid  to,  orders  for  export 

Dividends  from,  taxability 

Nonresident,  bank  acceptances 

Payment  to  nonresident,  royalties . . . , 

Foreign  corporations,  gross  income  of. 

Foreign  Government: 

Income  American  citizens,  from 

Income  nonresident  aliens,   obliga- 
tions of. 

Taxes  imposed  by^  credit  for 

Foreign  Governments,  income  of 

Foreign  income  tax  laws,  proof  of 

Foreign  items.  Form  1001  A— domestic 
corporation  doing  no  business  in  United 
States. 
Foreign  legations,  compensation  paid  to 

citizen  or  resident  by. 
Foreign  securities,  withholding — identity 

of  interest. 
Foreian  taxes,  credit  for 

^o  individual  receipt 

Form  17,  notice  of  tax 

Form  21,  demand  for  payment  of  tax 

Form  751,  use  of 

Form  1000,  nonresident  aliens — ^witiihold- 
ing. 

Form  1040,  use  by  trustees 

Form  1040  F,  use  of — farmers 

Form  1078: 

Effect  of  alien  filing 

Employees  signing  new  form 

Execution  of 

Record  of , 

Refund  on  filing 

Form  1087,  disclosure  on — stock  dividend. 
Form  1096,  applicability  sec.  3167,  R.  S . , 
Form  1099: 

Applicability  sec.  3167,  R.  S 

Payments,  nonresident  alien  partner- 
ships. 

Form  1115,  refund  on  filing 

Fraud,  execution  tax  receipts 
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Freight-forwarding   businese,   when   not 

personal  service  corporation. 
Fniit  Growere'  Union,  exemption  of 


Section. 


200 


G. 

GAIN  OR  LOSS,  BASIS  FOR  DETER- 
MINING. 
Bcuu/or  determiranff  gain  or  loMfrom 
Bale, 
Claim    by    estate   against    in- 
dividuu,  businesB,  or  Govern- 
ment organisation. 
Inventories  goods  acquired  prior 
to  Mar.  1, 1913. 

Manufactured  property 

Sale  of  homestead 

Sale  of  stock 

Sale  of  stock  received  as  d  ividend . 

Short  sales  of  stock 

Value  as  of  Mar.  1, 1913,  how  es- 
tablished. 
DeUrminalion  of  gain  or  loss  from  ex- 
change ofwoperty. 

Bonds  for  capital  stock 

"  Fair  market  value  "—definition 
of. 

Old  bonds  for  new  issue 

Determination  of  gain  or  loss  from  sub- 
seauent  sale. 
Meaning  of  "or"  in  phrase  "stock 
or  securities." 
Exchange  for  different  hinds  of  prop- 
erty. 
Bondholders  purchasing  at  fore- 
closure, transferrinff  property 
to  new  corporation  K>r  stock. 
Old  bonds  for  new  company. .... 

Eaxhange  of  properly  and  slock 

Distribution   by   subsidiary    to 
parent  corporation — ^when  tax- 
able. 
T.  D.  2924,  modifying  art.  1566, 
Reg.  46. 
Exchange  of  stock  for  other  stock  of 
no  areater  par  value. 
Meaning  of  * '  aggregate  par  value  * ' 

Multiplication  of  snares 

T.  D.  2924,  modifying  art.  1567, 
Reg.  45. 
Rtadjustment    of   partnership    inter- 
ests. 
Basis  for  taxation,  distribution  in 
securities,  of  profit  investment 
account. 
Gain  or  loss,  sale  seciuities,  how 
detennined. 
SaU  of  property  acquired  by  gift  or 
beque$t. 
Appraisal  of  stock,  court  apprais- 
ers. 
Securities  held  in  trust 
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GENERAL  DEFINITIONS 

1 

7 

Associations 
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1502 
1502 
1502 
1504 
1504 
1504 
1510 
1510 

1510 

1510 

1510 

1507 
1607 
1506 
1506 

1506 
1505 
1505 

141 

73 
261 

838 

1545 

714 

307 
307 

Oo-locators  of  mining  claims 

DistinguiBhed  from  partnership. . 
Association  distinguished  from  trust 

1 

13 
13 

414 
414 

7 

1 

^ 

/ 

1 

Trust,  when  taxed  as  association. 

1 

10 
27 

351 
600 

i 

Under  act  of  1913 

1 

1 

Government  contrajct 

1 

9 

Entered  into  1917,  subsequently 

1 

24 
12 
21 

17 

557 
394 
519 

468 

9 

amended. 
Tor  cars,  use  of  railroads  under 

1 

9 

Federal  control. 

Goods   and    services   at    open- 
market  prices  as  Government 
contracts. 

Knights  of  Columbus,  Y.  M.  C.  A., 

1 

1 

9 
9 

an<l  American  Red  Gross. 
Joint  ownership  and  joint  adventure. . . 

1 

8 

Corporations — ^not  partus? 

Limitea  partnership  as  corporation 

Pennsylvania  and  Michigan  lim^ 

2 

139 

8 

1 !..'!!! 

8 

1 

27 
29 

601 
621  \ 

8 

ited' partnerships  as  corpora- 
tions. 
Yimnia  partnership  associations. 
lAmitecTpartTierMp  as  partnership .... 

1 

8 

1 

8 

Taxation  of,  1913  and  1916  acts— 

1 

20 
10 

501 
357 

8 

Mississippi. 
Gift,  loss,  sale  of  property  acquired  by- 
deduction. 
Gifts  and  bequests 

214(a)  4, 5, 6.. 
213 

49 
32 

Goods,  inventwy  of — ^not  received  until 
after  close  of  year. 

Good  will: 

Created  to  offset  impaired  capital 

Stock  dividend  based  on — exemption. . 

Government  contracts,  computation  of  tax 

214(a)  12 

326(a)  3 

20ircKd)(e). 
301(c)  1 

f216! 
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1 
11 
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368 

Gl 

119 
13 
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on  income  from. 
Greece,  subjects  of,  nonresident  in  U.  S. — 

20 
24 

510 
567 

6£ 

personal  exemption. 
GROSS  INCOME  DEFINED  (CORPO- 

1216 

65 

233 

8S 

RATIONS). 
Gross  income 

233 

541 
541 

541 
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541 

541 

541 
541 
541 
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Bonds  subscribed  for,  no  default, 
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...... 
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21 
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1 
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15 
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331 

ooo 
405 

520 

331 

ft 

386 

92 

331 

449 

425 
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returns. 

Corporation  in  li<^uidation 

Corporation  owning  interest  in 

foreign  partnership. 
Divid^ids  from  foreign  corpora- 

233  

Si 

233 

8S 

233 

11 

tions. 
Excess  Government  bonds  pur- 

233  

Si 

chased  by  bank  over  subscrip- 
tions. 
Gains,  sale  corporate  assets  with 

233 

81 

.    view  to  liquidation. 

Interest  or  profits,  installment 

233 

8^ 

life  insurance. 
Interest  received  by  bank.  Gov- 

233 

8f 

emment  bond  accounts. 
Invested  capital  and  net  income 

233 

81 

of  telephone   company,    how 
computed. 
Public  utility  corporation  charg- 
ing  interest  on  company' s  funds 
used  temporarily. 

233 

81 
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GROSS  INCOME  DEFINED  (CORPO- 
RATIONS—Continued  . 
Gross  income — Continued. 

Return  of  telephone  company  for 

1918. 
Sale  before  company^  incon>orated 
Telephone  companies,   Govern- 
ment controL 
Gross  income  of  corporation  in  liqui- 
dation, 

Retume  of 

Gross  income  of  foreign  corporations. . . 

Mail-order  business 

United    States  citizen  abroad, 
agent,   assigning  commissions 
to  foreign  coiporation. 
Gross  income  of  life  insurance  com- 
parvks. 
Prendums— dividends  T.  D.  2899. 

Sale  of  capital  stock 

(jommissions  paid  on 

Exchange  of—income  or  surplus* . . 
GROSS  INCOME  DEFINED— EXCLU- 
SIONS. 
Compensation  of  soldiers  and  sailors . . . 

Civilian,  A.  E.  F 

Civilian  flying  instructor.^ 

Employees     commissioned     on 
training  camp  activities. 

From  spruce  division 

Marine  sea-tndning  bureau 

Partner  in  military  service  turn- 
ing over  compensation  to  part- 
nership. 
Personal  exempti^on  and  $3,500 

salary  exemption. 
Years,  sec.  2I3(b)8  applicable. . . 

Compensation  of  State  officers 

Administrators,   executors,  and 
temporary  court  appointees. 

County  surveyor 

Engineer,  sewerage  commission. . 

Fees  of  State  witnesses , 

Reci{>ient — nonresidentalien.  . . . 

Salaries  and  wages 

Salaries,  teachers 

Viiginia  debt  commission 

Gifts  ana  bequests 

Actual  or  m&nliy  colorable 

Bonus  by  State,   soldiers  and 

sailors. 
Transfer  to  member  of  family  or 
other  person  in  confidential  re- 
lation. 

Income  of  foreign  Chvemments 

Compensation,  services  rendered 
foreign  legation  by  citizen  oi; 
resioent. 
Officers  of  foreign  Governments 

entitled  to  tax  exemption. 
Tioability,  income,  delegate  of 

foreign  comitry. 
TBxability.income,  wives,  foreign 
ambasSadozB,    ministers,    and 
their  subordinates. 
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290 
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624 
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315 
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31 
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91 
90 


90 

90 

90 

116 

123 
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38 
39 

38 
39 
24 
39 
38 
39 
39 
32 
32 
33 

32 


37 
37 


37 
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GROSS  INCOME  DEFINED— EXCLU- 
SIONS—Continued. 
Income  of  States 

213(b) 

213(b) 

213(b) 

213(b) 

213 

84 
84 

84 

84 

74 
74 

74 

77 

77 

77 

77 

77 

77 
77 

80 

80 

80 
80 
80 

80 
80 

80 

79 

79 

79 

72 
72 
71 
71 

71 

38 

City — water,  light,  power,  and 

heat  company. 
Property  willed  in  trust  to  mu- 
^                   nioipality,  public  charity. 

Railroad  constructed  by  town- 
ship and  county — leased. 
Interest  uixyn  State  oblioations 

28 
14 
14 

612 
433 
434 

38 
38 
38 
33 

Fire  relief  certificates,   State  of 

213 

1 
28 

42 
611 

33 

Minnesota. 

Profits — purchflAe  at  tax  sale 

Interest  upon    United  States  ohltga- 
tions. 
fl^nk— interest  from   cust^meii? 

213 

33 

213 

33 

213 

8 
10 
11 

1 

3 
3 

331 

356 

374 

46 

181 
181 

88 

account  of  Liberty  bonds. 
Certificates  of  indebtedness,  Di- 

213 

^33 

rector  General  of  Railroads. 
Exemption,  interest,  bonds, War 

Finance  (Corporation. 
Exemption,  certificates  of  indebt^ 

edness,  Philippine  Government. 
Gift  to  institution 

213 

34 

213 

34 

213 

33 

On  Liberty  bonds,  coupons  dis- 
posed of  by  gift. 
Liberty    bond   exemption    after    Dec. 

Sly  1918. 

Affiliated   corporations,   consoli- 
dated return. 

Bank,  '* original  subscriber" 

Computation,  exempt  interest. . . 

Conversion,  Victory  notes,  T.  D. 
2865. 

Cost  of  bonds,  admissible  assets. . 

Exempt  in^rest,  amount  of  bonds 
changing  during  year. 

Liberty  bond  and  Victory  note 
exemption,  T.  D.  2836. 
Liberty  bond  exemption  from  surtax 
and  war  profits  and  excess  profits 
tax  in  1918, 

Meaning  of  ''date  of  the  tax  re- 
turn," second  Liberty  loan  aet 
supplement. 

Partnership    —    "original    sub- 
scriber"— reorganizing  as  cor- 
poration. 
Proceeds  of  insurance 

213 

33 

213(b) 

213(b) 

213(b) 

213(b) 

213(b) 

213(b) 

213(b) 

213(b) 

213(b) 

213(b) 

213(b) 

213 

34 

2 
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1 
6 

1 
1 

2 

171 

271 

40 

272 

40 
43 

148 

36 

36 
34 
36 

34 
35 

35 

34 

11 
11 

375 
373 

34 
34 

* 

32 

Paid  to  a  partnershiD 

213 

6 

270 

32 

What  excludedfrom  gross  income 

Amount  received  by  clergyman 

from  parish. 
Money  received  by  naval  attach^ 
to  be  expended  for  entertain- 
ing. 
GROSS  INCOME  DEFINED    INCLU- 

213(b) 

213(b) 

213(b) 

213(U) 

31 

3 
1 

180 
48 

32 
31 

23 

SIGNS. 

Annuities  and  insurance  policies 

When  individual  liable  for  tax. . . 
ComDensation  for  loss. 

^Au\»y ....... 

213(a) 

213(a) 

213(a) 

47 
47 
49-50 
49-50* 

29 

7 

289 

29 
30 

Taxpayer    electing    to    replace 
property. 

213(a) 

15 

443 

«   ; 

30 

inroEX.. 
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Section. 


Article 


Bulle- 
tin No. 


Ruling 
No. 


Page 
No. 


GROSS  INCOME  DEFINED— INCLU- 
SIONS—Continued . 

Compensation  for  personal  service 

Federal  reserve  agents  and  assist- 
\  ants. 

Receivers,    trustee,    or    similar 
fiduciary. 
Compensation  paid  other  (han  in  cash . 

Board  and  lodging,  seamen 

Examples  of  construetvoe  receipt 

Donation  by  assignment  partoer- 
ship  profits  to  be  earned. 

Gross  income  JFrom  busineas 

Inventories,  affect  cash  discounts 
on  purchases. 

Gross  income  of  farmers 

Inventory  of  farmers 

U8eofl040F 

Replacement  fund  for  losses 

Owner  requisitioned  tug,  buying 

barge. 
Ph)perty  taken  bv  Government 
substantially  dinerent. 

Sale  of  good  vnll 

Ck>ntemi>orary  sale  of  stock,  bear- 
ing on  value. 
Sale  of  personal  property  on  install- 
ment plan. 
Average  percentage,  gross  profit. 

C.  O.  D.and  **wiircall"  sales 

Con[>oration  reporting  profit,  cash 

and  iustallment  sale. 
Procedure^  change  method  of  re- 
porting income. 

Sale  on,  secured  by  notes 

Sale  on,  ** preferred  profit" 

Sfasxes  of  stock 

Sale  of  real  estate  in  lots 

ifefore  development  work  com- 
pleted. 
Sale  of  real  estate  involving  deferred 
payments. 
Where  notes  can  not  be  discounted 

Sale  of  stock  and  rights 

^e  of  right  to  subscribe 

What  indudeain  gross  income 

Amount  received   contracts  in 

excess  of  amounts  agreed  on. 
Compensation  teachers  in  Hawaii 
Commissions  advanced  advertis- 
ing solicitor. 
Compensation  from  spruce  divi- 
sion, person  in  military  service. 

Damages— Libel  suit 

Dividends  ill^^ally  declared,  re- 
paid. 
Domestic  corporations,  dividends 
from  foreign  corporation  under 
1917  act. 
Excess  amount  received  from 
Red  Cross. 

Fees,  State  witnesses 

Farm    corporations,     dividends 
from  1917  act. 


32 
82 

32 

33 
33 
54 
54 

35 

1583 

88 
38 
38 
50 
50 

50 

41 
41 

42 

42 
42 
42 

42 

42 
42 
42 
43 
43 

44 

44 
39 
39 
31 
31 

31 
31 

31 

31 
31 

31 


31 

31 
31 


1 

3 

27 

178 

18 

475 

20 

505 

28 

610 

6 
18 

268 
476 

20 
12 

504 
400 

1 

22 

1 
1 
1 

8 

4 

1 

23 


12 


8 


19 
... 


1 
1 

11 

1 
20 

21 


9 
21 


37 
36 
35 

313 

212 

36 

542 


399 


314 


495 
"26* 


24 
31 

376 

21 
502 

520 


23 

338 
520 


25 
25 

25 

26 
26 
31 
31 

26 
19 

26 
21 
26 
30 
30 

30 

26 
26 

26 

27 
27 
26 

27 

27 
27 
29 
29 
29 

29 

29 
26 
26 
23 
23 

23 
24 

40 

24 
11 

11 


23 

24 
11 
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GROSS   INCOME  DEFINED— INCLU- 
SIONS—Continued . 

What  included  in  frosa  income — Con. 
Income  American  citizen,  for^gn 

Government. 
Income  from  trust  received  by 

beneficiary  also  trustee. 
Interest — Banks,    Lib^ty    loan 

bond  Bubscribers. 
Infringement  suit,    amount 
awarded  in. 

Involuntary  sale,  profits 

Noninterest  -  bearing    wanante 
issued  by  subdivision  of  State. 

Profit  goods  sold  by  consignee 

Sale  war-savings  stamps  at  appre- 
ciated value. 

*'State''  meaning  of 

Taxability — Loans    by     banks, 

Liberty  bonds  for  customers. 
Voluntary  repayment  dividends 
to  corporations. 

When  included  in  gross  income 

Distribution  in  excess  cost  of  stock 

Distribution  in  liquidation 

Dividend,  when  received 

Funds  in  escrow,  future  corpora- 
tion. 
Profit  and  loss  adjustments,  prior 
years — Instructions  Interstate 
Commerce  Commission. 
GROSS    INCOME    DEFINED— NON- 
RESIDENT ALIEN  INDIVIDUAL. 
Gross    income    of  nonresident    alien 
individuals. 
Interest  on  bonds,  nonresident 
foreign  corporation  payable  in 
United  States. 

Mail-order  busineGB 

Profits  from  sales  in  United  States 
Stock  and  bonds,  domestic  cor- 
porations. 
Iruxume  of  nanresident  alien  indimd- 
uals  not  subject  to  tax. 
Interest  obligations,  foreign  Grov- 

emments. 
Interest  tax-free  covenant  bonds, 
nonresident  domestic  corpora- 
tions. 
Obli£:ations,  foreign  Government 
Wages  of  a  nonresiderU  alien  derived 
from    sources    wUMn    the     United 
States, 
Seamen,  in  coastwise  or  foreign 

trade. 
T.  D.  2869— Adding  art.  92a  to 
R^.  45. 

Gross  income  of  foreign  corporations 

Guarantor,  loss,  sale  of  bonds 


Section. 


213(a) 
213Ca^ 
213(a) 
213(a) 

213?a^ 

213(a) 

213(a) 
213(a) 

213(a) 
213(a) 

213(a^ 

213(a) 
213(a) 
213(a) 
213(aV 

213(a), 

213(a) 

213(c) 
213(c) 
213(c) , 


213(c)- 
213(c). 
213(c). 


213(c). 
213(c) . 
213(c). 


213(c 
213(c 


!: 


213(c). 
213(c) 


Artiflo. 


Bulle- 
tin No. 


233 
214(a)4,5V6V.' 


31 
31 


91 

91 
91 

92 


1 
10 


Ruling 
No. 


Pago 

No. 


32 

360 


31 

1 

28 

31 

1 

38 

31 

25 

581 

31 

13 

416 

31 

1 

25 

31 

1 

33 

31 

1 

32 

31 

8 

331 

31 

12 

398 

62 

52 

2 

141 

62 

.   30 

635 

62 

2 

140 

52 

21 

523 

52 

1 

1 

IS 

91 

91 

13 

417 

23       549  , 

23       543  ' 

D       340 


92 

1    1 

47 

92 

18 

478 

92 
92a 

1 

16 

92a 

8 

316 

92a 

8 

316 

650 

141 

13 

420 

21 

SI 

24 

21 

25 
25 

23 
24 

24 

8S 

25 

30 
31 
31 
30 

31 

20 

41 
41 
41 


91 
41 
41 

42 


'>"> 
tZ 


42 


42 
42 


42 

42 

90 
49 
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H. 

Hawaii,  teachem  in,  oomi>enBation  of. 

Homestead,  gain  or  Iobb,  sJe  of 

Honses,  winnings  of,  at  race  track. . . 


I. 


lUinoia  drainage  district,  assessments — 
deduction. 

IMPOSITION  OF  TAX 

AUoeation  of  net  income  to  particular 
source. 
Government  and  other  contzacts. . 
ComputatUm  of  tax  on  income  from 
Government  contracts. 
Amended  Goyemment  contiact. . 

Fiscal  year  corporation 

Net  loss  from  otner  operations 

Illustration — computation    where    net 
iafioome    derivea  from    Government 
contract, 
0<»poration    fiscal    year   ended 
1918,  income  excess  of  $10,000. 

Inadmissible  assets,  percentage  of 

Income  and  excess-profits  taxes,  basis  of 

computation. 
Income  and  excess-profits  taxes,  reserve 
for. 

Income  of  States 

Income  tax: 

Assessed,  acts  of  1913  and  1916-<le- 
ductibility. 

Deduction  from  invested  capital 

INDI VIDTJAL  RETURNS ^. .  - . . 

Individual  returns 

Alien  property  custodian 

BanJdTupt 

Caaim    for   refund — excess    tax 

paid,  tentative  return. 
Husband  and  wife,  salary  of  hus- 
band. 
Return  of  income  of  nonresident  alien,. 

Claim  excess  tax  withheld 

Verification  of  returns 

American  citizen  in  China 

T.  D.  2951,  amendiog  art.  406, 
R^.  45. 

INFORMATION  AT  SOURCE 

Oisnership  certificates  for  foreign  items. 

Use  of  Forms  1000  and  lOOlA 

Return  of  information  as  to  payments 
offl.OOO. 


Section. 


213(a). 
202(a). 
221... 


214(a)  3. 


Applicability  see.  3167,  R.  S., 
amended  oy  sec.  1317,  act  of 
1916. 

Corporation  faiiii^  to  supply  in- 
formation— penalties. 
Return  of  information  as  to  payments 
to  nonresident  aliens. 

Disclosure  stock  ownership,  Form 
1087. 

Fonn  1099— partnerships 


301. 
301  < 


301..... 
3Dl(c)  1. 

301(c)  1 . 
301(c)  1. 
301(c)  1. 
301 


301. 


326(c) 
212... 


326. 


213(b).. 

214(a)  3, 

214(a)  8. 

223 

223 

223 

223 

223 


223. 

223. 
223. 
223. 
223. 
223. 

256. 
256. 
256. 
256. 

256. 


256. 
256. 
256. 
256. 


Article. 


31 

1561 

362 


133 


715 

715 
714 

714 
714 
714 
719 


719 

852 
23 

845 

84 

131 

167* 


401 

401 
401 
401 

401 

404 
404 
406 
406 
406 


Bulle- 
tin No. 


1078 
1078 
1071 

1071 


1071 
1076 
1076 
1076 


1 

17 
2 


24 


13 
20 


1 

7 

30 

21 


8 
29 


31 


18 
18 


Ruling 
No. 


5 


24 
470 

157 


561 


i 

597 

28 

557 
113 
620 

20 

517 

418 
506 


Pago 
No. 


78 
297 
643 

528 


158 


327 
629 


653 


489 


489 


263 
110 


23 
15 
76 


47 

110 
111 

111 
110 

9 
110 
110 
111 


111 

122 

20 

120 

38 

46 

54 
79 
79 
79 
71 
80 

80 

80 
76 
80 
80 
80 

107 
108 
108 
107 

107 


107 
108 
108 
108 
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Section. 


INFORMATION  AT  SOURCE— Con td. 
When  no  return  of  information  required. 

Rent  paid  in  crop  shares^ 

Inheritances  taxes 

Inquiries,  policy  of  buieaUi  as  to  answer- 
ing. 

Inspection  of  return 

Inspection  of  returns  by  stockholder 

Installment: 

Corpoiation  reporting  profit,  cash,  and 

installment  sales. 
Procedure,  change  in  method  of  re- 
porting sales. 

Ssies — invested  capital , . 

Sales  on—'  'as  deferred  profit " 

Sales  on,  secured  by  notes 

Sales— shares  of  stock 

^  Insurance: 

Creditor  paying  {)remium,  policy  of 

debtor—deduction. 
Interest  or  profits,  installment,  tax- 
ability. 

Loas  in  prior  year 

Partnership,  beneficiary 

Premiums,  paid  bv  partnership,  acci- 
dent, and  health  partners. 
Premiums  paid  on  life,  contributions. . 
Premium  paid  on  crop— deduction. . . 
Proceeds  of  life — paid  to  partnership, 

taxability. 
Wife  paying  premiiim ,  life  of  husband . 
Insurance  companies: 

Income  from  dividends 

Required  addition  to  reserve  funds  of. 

Insurance  on  officers,  cash  surrender  value . 


256 

256 

214(a)  3. 
1309.... 


257, 
257, 


/213(a) 

I213(a 

213(a) 


326(a)  3. 
213(a) 
213(a 
213(a 


214. 
233, 


214(a)  4,  5, 6. 

218 

215 


214(a)  11. 

214 

213 


215. 


Intangible  property,  depreciation  of 

Interest: 

Intercompany  charges 

On  claim — taxability 

Over  face  value,  installment  payment 

insurance,  taxation. 
Paid  on  premiums  sale  of  stock,  de- 
ductions for. 
Received  by  banks  loans  to  Liberty 
bond  subscribers. 

Tax  past  due — persons  abroad 

Unearned — surplus,  invested  capital. . 

Interest;  deductions  allowed 

Interest  on  tax 

Interest  upon  State  obligations 

Interest  upon  United  States  obligations. . . 

Inventor  claim  for  war  device 

INVENTORIES 

Inventory  by  dealers  in  securities 

Definition 

Stock  sold  short 

Inventories  at  cost 

Discounts 

Vahjuation  of  inventories 

Average  market  price 

Base  stock  method 


233 

234(a)  10. 

/326 

1326 

214(a)  8.. 


240(c). 
202(a) 
233. . . 


234. 


213(a), 


/227 

\227 

326(a)  3. 

214(a)  2. 

250(e).. 

213 

213 

214(a)  8. 

203 

203 

203 

203 

203 

203 

203 

203 

203 


Article. 


Bulle- 
tin No. 


1074 

1074 

134 


1091 
1093 

42 
42 
42 

838 
42 
42 
42 

101 

541 

141 
321 
294 

251 

101 

72 

294 

549 
569 
846 
846 
163 

636 

1561 

541 

561 

31 

445 

445 

838 

121 

1003 

74 

77 

162 


1585 
1585 
1585 
1583 
1583 
1582 
1582 
1582 


15 


1 
1 

8 

1 

1 

4 

23 


Baling 
No. 


18 

6 

13 

24 

11 

6 

1 

20 


3 

7 


28 
1 
1 

10 


2 
3 
1 


1 
24 


28 


6 
22 


172 


455 


35 

37 

313 

131 

36 

212 

542 

55 

92 

482 
270 
422 

566 
377 
270 

65 

514 


Page 
No. 


209 
309 


616 
11 
92 

361 

28 

160 
199 
130 


291 


14 

658 


610 


269 
631 


108 

108 

47 

127 

109 
109 

26 

27 
27 

119 
27 
27 
29 

43 

88 

49 
32 
63 

60 
43 
32 

63 

90 
95 
121 
21 
53 

99 

14 
88 

92 

24 

82 
82 

118 
46 

101 
33 
33 
53 
18 
19 
19 
22 
19 
19 
18 
19 
19 
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INVENTORIES— Continued. 

ValucUion  of  inventories — Continued. 

Basis  average  cost 

Estimated  inventories 

Farmers,  valuation 

Goods  acquired  prior  to  Mar.  1, 

1913. 
Use  of  in  determining  gain  or  loss, 
sale  of  property. 
Inventory,  loss  in  (deductions  allowed) . . 

INVESTTSD  CAPITAL 

AJHliated  corforationSy  stock  of  sub- 
ndiary  aeqiared. 
Amendment  par.  F.  of  T.  D.  2662 

Effect  of  ordinary  dividend 

Exchange  of  common  for  pre- 
ferred stock — ^liquidation  divi- 
dend . 

Effect  of  stock  dividend 

As  invested  capital : 

Intangible  property  paid  in 

Services  and  golxi  will 

Tangibles  paid  in  for  stock,  limi- 
tation. 

Meaning  of  invested  capital 

Bonds  exchanged  for  stock 

Company  one  State  taking  over 
corporation  another  State — real 
estate  paid  for  with  stock. 

Contract  as  tangible  property 

Corporation  chan^^ing  name  and 
increasing  stock  which  is  ex- 
changed lor  stock  first  corpora- 
tion and  anotJier. 
Corporation  raising  certain  siun 
for  sale  stock  taking  over  assets 
defunct  corix>ration. 
Interest  funds  of  company  iised 
temporarily   for    construction 
purposes  charged  to  capital  ac- 
count. 
K^usonable  commissions  or  other 
forms  of  compensation  paid  by 
corporation  for  sale  stock. 
Sharc-8  stock  distributed  to  em- 
ployees for  services. 
' '  Stockholders'  trustees  account " . 
Taxes  withheld  to  be  later  paid 
to  Government. 
Method  of  determining  available  net 
income. 
Fairly  accurate  informal  approxi- 
mation monthly  earning. 
Federal  income,  war  profits,  and 
excess  profits  taxes,  when  part 
of  invested  capital. 

Percentage  €f  inadmissible  assets 

Porto  Rico  bonds 

SuTpliLS  and  undivided  profits 

Amounts  expended  by  predeces- 
sor corporation,  development 
o£  intangibles. 
Salaries    paid    during    prewar 
period,  adjustment  of. 


Section. 

Article. 

BnUe- 
tin  No. 

Ruling 
No. 

Pace 
No. 

203 

1582 
1582 
1582 
1582 

1582 

263 

16 
4 
6 
5 

1 

457 
211 
268 
245 

10 

19 

203 

20 

203 

21 

203 

14 

203 

14 

214(a)  12 

326 

61 

115 

326 

867 

867 
858 
858 

859 
859 
851 
851 
851 

831. 

123 

326 

20 

518 

123 

326 

123 

326 

26 

598 

123 

326 

123 

a26 

1 

7 

13 

326 

121 

326 

23 
30 

554 
644 

121 

326... 

122 

326 

115 

326 

831 
831 

831 
831 

831 
831 

831 

831 

831 
831 

857 

857 

857 

852 
852 
841 
841 

841 

24 

11 

24 
10 

11 
13 

11 

13 

16 
9 

577 
390 

578 
365 

389 
425 

391 

431 

466 
350 

117 

326 

116 

326 

117 

326 

116 

326 

116 

326 

89 

326 

116 

326 

116 

326 

116 

326 

115 

326 

122 

326 

18 
1 

491 
124 

123 

326 

122 

326(c) 

122 

326(c) 

326 

1 

125 

122 
120 

326 

3 
8 

206 
319 

120 

326 

113 

154 
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INVESTED  CAPITAL-€ontinued. 
Surplus  and  undivided  profits;  addi- 
tums  to  surplus  account. 
Amortization  allowance — ^muni- 
tions manufacturcTs  tax  act. 
Distilling  corporation,  restoration 
to  surplus  amounts  previotisly 
charged  to  ofaeolescence. 
Surplus  arw  undivided  profits — earned 
surplus. 
Good  will  created  to  offset  im- 
paired capital. 
Flx)iit8  reported  installment  sales 
basis  proportionate  part  each 
installment. 
Stock    of    foreign    corx>oration, 

when  admissiUe. 
Unearned  interest  or  discount  not 
reported  as  taxable  income  1 . . . 
Surplus   and  undivided   profits — in- 
surance on  officers. 
Gash  surrender  value  based  on 

premiums  prior  year. 
Cash  ^  surrender    value    where 
policy  is  terminated  and  paid. 
Surplus    and    undivided    profits — 
paXents. 
Capital  stock  jwdd  for,  20  per  cent 
limitation  intai^bles. 
Surplus    and    undivided    profits — re- 
serve for  income  and  excess  profits 
taxes. 
Additional   assessments,    taxes, 

liability  for  what  year. 
Meaning  of ' '  due  and  payable  " . . 
Beduction  of  invested  capital  as 

of  date  tax  due. 
T.  D.  2931— adding  art.  845(a)  to 

Keg.  45. 

When  taxes  included  in  invested 

capital. 

Tangible  property  paid  in — mixture 

oftanqtble  and  itiangible  property. 

Capital  stock  changed — 20  per 

cent  limitation. 
Consolidated    invested    capital, 
corporation  acquiring  stock  of 
subsidiaries. 
Tangible  and  intangible  property 
received  for  stock  ana  bonds. 
Tangible  property  paid  in — ^value  in 
excess  of  par  value  of  stock. 

Adjustments  for  depreciation 

Bondholders    purcnasing    fore- 
closure sale  propwty  covered 
by  mortgage,  forming  new  cor- 
poration. 
Stock  exchanged,  assets  greater 

value. 
Valuation  of  assets  where  defec- 
tive accounting  records.  • 
Value  Jan.  1, 1914 


Section. 

Article. 

BnUc- 
tlnNo. 

Ruling 
No. 

Pue 

No. 

326 

840 
840 
840 

838 
838 
838 

838 
838 
846 
846 
846 
843 
843 
845 

845 

845 
845 

845(a) 

845 

835 

835 

835 

835 

836 

836 
836 

836 
836 
836 

119 

326 

15 
2 

452 
151 

119 

326 

119 

326(a)  3 

lis 

326(a)  3 

326(a)  3 

326(a)3 

326(a)  3 

326 

1 
1 

22 

1 

121 
131 

538 
130 

119 
119 

119 
118 
121 

326 

3 

7 

209 
309 

121 

326 

121 

326 

120 

326 

3 

208 

120 

326 

120^ 

326 

12 

12 
20 

23 

11 

411 

411 
506 

553 

392 

120 

326 

120 

326 

54 

326 

121 

J26 

120 

326 

117 

326 

1 
16 

16 

120 
467 

467 

117 

326 

117 

326 

117 

326 

117 

326 

1 

8 

13 

14 

1 

129 
334 

432 
440 

128 

117 

326 

118 

326 

118 

326 

118 

326 

118 

nm&x. 
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Invested  capital  and  net  income,  appor- 
tionment of. 

Invested  capital  and  net  income  at  prede- 
cessor partnership  or  individual. 

Invested  capital,  terms  relating  to 

Investment,  loss  from ' 

Items  not  deductible 


J. 
Joint  ownership  and  joint  adventure. 

K. 


Kentucky,  corporation  oiganization  in- 
complete. 

Knights  of  Columbus,  Government  con- 
tract. 


L. 


Libert^*-  bond,  exemption  after  Dec.  31, 

1918. 
liberty   bond,   exemption  from  surtax 
and  war  profits  and  excess  profits  tax  in 
1918. 
liberty  bonds  (see  also  "  Victory  Notes  "): 

As  dividends 

Bank — subscribers  default,  "  original 

subscriber.'' 
Bonds  bought  for  subscribers,  no  de- 
fault, how  listed. 

Computation  of  exempt  interest 

Cost  of,  admissible  assets 

Coupons  of,  gift  to  institution— deduc- 
tion. 
Excess  bonds  purchased  for  subscrib- 
ers, how  listed. 

Gift  made  to  institution 

Interest  disposed  of  by  gift,  coupons. . 
Interest  from  customers  received  by 

bank — income. 
Interest,   indebtedness  to   purchase 

Victory  notes. 
Partnersoip  as  original  subscriber 

"Like  oiganizations/'  meaning  of 

limitation: 

Five-year 

Three-year,  revenue  act  1916 

LIMITATION  OF  TAX 


Section. 


303. 
330. 


325 

214(a74^5,6.' 
215 


239 


213(b) 
213(b) 


201... 
213(b) 


233 


Shortfarm,  computation  of. 
How'constnied. 


Limited  partnership  as  corporation. 

Limited  partnetship  as  partnership. 

Liquidation^  distribution  %n 


Gains. 


Liquor  dealers,  excise  taxes— dedacti- 

bilitj'. 
Living  expenses: 

Amount  received  from  Red  Cross 


213(b) 

213(b) 

214(a)  11... 

233 


213 
213. 
213. 


214(a)  2, 


{ 


213(b) 
231... 
231... 


250.. 
1400. 
302.. 
302.. 
302.. 
1.... 
1.... 


201 

r230 

1233 

214(a)  3. 


Article. 


741 
932 


141 


Bulle- 
tin No. 


1507 


621 
1510 


I  213(a), 


80 
79 


1544 
80 

541 

80 

80 

251 

541 

77 
77 
77 

121 

79 
521 
521 

1008 


731 

731 

1506 

1605 

1548 

603 

647 

132 


31 


4 


17 


Ruling 
No. 


17 
6 

8 

1 
1 
3 

.  8 

3 
3 

8 


11 
1 
1 

4 
12 


11 

12 
4 


218 


168 

468 


469 
271 

331 

40 

40 

181 

331 

181 
181 
331 

57 

373 
83 

82 

235 
409 


115 


386 
406 
216 


23 


Page 
No. 


112 

125 

114 
48 
63 


8 


97 
9 


34 
34 


13 
36 

88 

34 
34 
33 

88 

33 
33 

88 

46 

34 
85 

86 

103 

103 

112 

112 

112 

8 

8 

14 

89 

90 

47 


23 
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Section. 

Article. 

• 

BuHe- 
tinNo. 

Rnling 
No. 

Na 

Lose,  compensation  for 

213(a) 

214(a)  12 

214(a)  4,  5,  6. 
214(a)4,  6,  6. 

214(a)  12 

204 

49-^ 
263 
143 
141 
261 
1601 
307 

561 

550 

1561 

1582 

1561 

522 

1561 

291 
25 

13 

83 
312 

74 

1505 

84 

840 

251 
521 
521 

251 

71 

518 

SO 

Loss  in  inventory 

61 

Loss  of  useful  value 

50 

Losses — deductions  allowed 

4S 

Losses  in  inventory  and  from  rebates 

Losses,  net 

60 

20 

Luxemburg,  subjects  of,  personal  exemp- 
tion. 

M. 

Machinery,  erected  slHct  Apr.  6,  1917, 

sugar   manufacture— amortization. 
Mail-order  business,  income,  foreign  cor- 
poration. 
Manufactured  property,  basis  gain  or  loss 

sold  in  1918. 
Mar.  1, 1913: 

Inventory,  goods  acquired  prior  to. . . 
Value  on,  how  determined 

216 

27 

16 

23 

1 

5 

1 
1 

1 

20 
2 

603 

464 

549 

10 

245 
12 
84 
10 

507 
146 

66 

234 

92 

233 

91 

202(a) 

203 

14 
14 

202(a) 

231(11) 

202(a) 

215(a) 

212(b) 

211 

14 

Market  association,  exemption  of 

Market  value,  gain  or  loss,  manufactured 

Marriage  agreement,  amounts  paid  under. 
Maryland  public-service  corporation,  no- 
tice of  change,  accounting  period,  1918. 

Mineral  deposits,  surtax  on  sale  of 

Ministers: 

Income,  wives,  of  f oreuni 

87 
14 

63 
22 

20 

213(b) 

217 

5 

9 

1 

,20 

'l4 

15 

23 
1 

248 
343 
42 
501 
433 

452 

546 
87 

37 

Taxation,  members  of  family 

Minnesota,  fire-relief  certificates 

67 

213 

33 

Mississippi,  limited  partnership  of 

Municipality,  property  willed  to,  in  trust 

for  charity— taxability . 
Munitions  manuflu)turers  tax  law.  effect 

1 

8 

213(b) 

326 

38 
119 

invested  capital,  deduction  for  amorti- 
zation. 

Musical  organizations,  charitable  contri- 
butions. 

Mutual  health  and  accident  associations; 
exemption. 

Mutual  insurance  company  and  like  or- 
ganizations. 

^  a 

National  Dry  Federation,  contributions 

to— deductibility. 
Naval  attach^,  money  received  by,  for 

entertainment. 

Navigation  association,  exemption 

NET  INCOME 

214(a)  11 

231 

231 

59 

86 

87 

214(a)  11 

213(b) 

231(12) 

320 

1 
1 

1 

61 
48 
86 

58 

31 

85 
113 

jVirt  income 

320 

320 

801 
801 

801 

932 

22 
531 

113 

Excess-profits  tax,  dividends  for- 
eign corporation,  1917  act. 
VaJue  appreciation  prewar  in- 
come. 
Net  income  and  invested  capital  of  prede- 
cessor partnership  or  individual. 
Npt income,  comnutation  of 

21 
8 

520 
335 

11 

320 

113 

330 

125 

212(b) 

232 

20 

Net  income,  defined  (corporations) 

88 

rsvBX. 
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Section. 

Article. 

Bulle- 
tin No. 

Ruling 
No. 

Pace 
No. 

NET  INCOME,  DEFINED  (INDIVID- 

212 

20 

UALS). 
Accounting  period 

212(b) 

212(b) 

212 

25 
25 

23 
23 

23 

23 

23 
23 

23 

23 
23 

26 
26 
26 
26 

22 
22 

857 

• 

251 

134 

1076 
361 
307 

85 

*404 
1076 

312 
306 

22 

Return  1918,  Maryland  public- 
service  corporation. 

Bases  of  computation 

Art.  23,  liee.  45  modified— T.  D. 

2 

146 

22 
20 

212 

8 

8 

6 

8 
8 

23 

24 

4 

312 

312 

268 

312 
312 

541 

558 
211 

21 

2873. 
Bank  discounts— earned  or  ac- 

212 

21 

crued. 
Basis  cost  not  ascertained  accu- 

212 

21 

lately — fanners  and  stockmen. 
Change  in  accounting  methods. . . 
Method  of  accounting  reflecting 

income. 
Separate   accounting    periods — 

parts  of  business. 
Short  sales,  borrowed  stock 

212 

21 

212 

21 

212 

22 

212 

22 

Taxpayer  having  estimated  in- 
ventory —  apportionment     of 
earnings. 
Chonoes  in  €Kcotintvna  vcriod. 

212 

20 

212(b) 

212(b) 

212(b) 

212(b) 

212(b) 

212(b) 

326 

23 

Meanin&f  of  "due  date ".......... 

10 

1 
11 

355 

19 

370 

23 

Notice  of,  fiscal  year  1918 

When  taxpayer  not  permitted  to 
change  return  year. 
ConiTnUcUion  of  net  income 

23 
23 

20 

Profit   and    loss   adjustments — 
railroads. 
Net  income,  method  of  determining  avail- 
able. 
Xew  York: 

Contributions  to  cemetery  corpora- 
tion of. 
Inheritance  taxes 

1 

18 

20 
122 

214(a)  11 

214(a)  3 

256 

11 

24 

5 

7 

15 

19 

2 

1 

3 

1 

379 
562 

263 
298 
446 

497 

158 
110 

175 
66 

59 

48 

Nonresident  aliens: 

Disclosure  on  Form  1087 

108 

Duty  to  withhold  from 

221(a) 

216 

75 

Proof  by,  similar  credit  requirement 
income  tax  law. 

Recipient  of  income— ofilcer  or  em- 
ployee of  State. 

Return  where  excess  tax  withheld . . . 

64 

213(b) 

223 

39 
76 

Retriims   of   information — ^bank    de- 

256 

108 

posits    of    $1,000— ahen    partner- 
ships. 
Serving  in  Armv,  one  year — ^residence. 
Taxation  of,  when  becoming  citizen 
or  resident  during  taxable  year. 
NONRESIDENT  ALIENS— ALLOW- 

217 

66 

216 

64 

217 

66 

ANCE  OP  DEDUCTIONS  AND 
CREDITS. 
Alien  seamen — when  to  be  regarded  as 
residents. 
"Foreign  trade,'*  definition  of... . 
How  to  determine  whe^i  ^Hen 

217 

312(a) 

312(a) 

312(a) 

315 
315 

06 

217 

26 

8 

591 
324 

67 

217 

67 

seaman  is  resident. 
Duty  of  employer  to  determine  stattis  of 
aliei  employee. 
Employment  of  alien  by  corpora- 
tion for  three  months—renind. 

217 

67 

217 

15 

447 

68 

158 
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Section. 

Article. 

Bolle- 

UnNo. 

Ruling 
No. 

Pag* 

No. 

NONRESIDENT  ALIENS      ALLOW- 
ANCE OF  DEDUCTIONS  AND 
CREDITS— Continued. 
Dutjf  of  employer  to  determine  status 
o/aUen  employee — Continued. 
Execution.  Form  1078 

217 

315 
315 
315 

315 
315 
312 
312 

312 
307 

1 
3 

3 

7 
24 

68 
196 
195 

298 
569 

6€ 

Form  1078-—refund8 

217 

OS 

Pay  rolls,  evidence  of  residence, 
when. 

Personal  exemption  claim 

Refund  of  tax  withheld * . 

217 

6S 

217 

7,n 

217 

6^ 

Who  is  a  nonresident  alien  individtuil. . 

217 

6(] 

Families  of  ambassadors  and  min- 

217  

9 
9 

343 
342 

67 

isters. 

Presumption  as  to  residence 

Nonresident  aUen  individual  entitled  to 

217 

m 

216 

54 

personal  exemption,  when. 

Nonresident  alien  individual;    gross  in- 
come defined. 

Notes: 

Compromise — bad  debts. 

213(c) 

21 

■■**^\*'/-  •  •  •  •  •  • 

214(a)  7 

213(a) 

250(e) 

213(b) 

257 

151 

44 

1007 

83 

1094 

162 

566 

361 

1091 

1078 

364 

1507 
632 

79 

268 
1502 

86 

1502 
1570 

24 

8 

—    —    —    —    —■*- 

664 
314 

51 

When  not  equivalent  of  cash.  ........ 

2$) 

Notice  and  demand  of  payment.  .-...•... 

102 

0. 

Officers  of  foreign  Governments,  exemp- 
tion from  tax. 

Officers  or  employees,  disclosing  informa- 
tion in  returns. 

Orchard,  depreciation,  productive  stage 
reached. 

Oregon,  tax  on  bank  stock 

29 
16 
1 
1 
11 
17 

624 
451 
52 
99 
385 
473 

37 

m 

214(a)8 

234(a)  3 

221(a) 

257 

52 

Ownership  certificates: 

Bank  purchasing  abroad  coupons  of 

bonas.  domestic  corporations. 
Certifi^  copies .•••... 

7S 
10S 

Ownership  certificates  for  foreign  items.  - . 
Ownership  certificates  for  interest  cou]>ons. 

P. 
Partnership: 

Associated  corporations 

256 

m 

221 

7/ 

1 

2 
6 

11 

11 
13 

3 

13 
10 

7 

10 

139 
286 

873 

380 

414 

182 

414 
364 

310 

354 

h 

Becoming  corporation,  consolidated 

240 

12C 

return. 
Benefits  as  "original  subscriber" — 

Liberty  bonds. 
Claim ,  inventory  loss    .   .  *  * .  ^  x  a  x 

213(b) 

214  (a)  12 

3-1 
6S 

Co-locators  of  minine:  claims  as  associa- 

■3 

tion. 
Compensation    partner    in    military 

service. 
Distinguished  from  association 

213(b) 

1 

4( 

i 

Distribution  in  securitiee,  profits  in 

investment  account. 
Excess-profits  tax  paid  by,  whether 

applicable  as  creait  individual  tax. 
Gam  or  loss  on  sale — securities  dia- 

202 

If 

336(c) 

121 

202 

1670 

1£ 

tributed. 

IHDEX. 
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• 

Section. 

Artinle. 

Bullo- 
tinKo. 

Ruling 
No. 

Pace 
No. 

Partnership— Continued . 

In  demnlt  oxccw-profits  tax  law — 
penalty. 

Net  mcome  of,  reorganized  corpora- 
tkm,  prewar. 

Net  income  of,  more  than  20  per  cent 
inirested  capital,  election  as  to  taxa- 
tion. 

Pooling  of  stock— corporations 

Proceeds  life  insiuance,  paid  to 

Proportionate    share    contiibutioiis, 
dednctibility — charitable  organiza- 
tions. 

Shrinkage  inventory  values 

PARTNERSHIPS    ASD    PERSONAL 

253 

1041 
933 
933 

503 

1570 

251 

261 

13 

1 

11 

4 

10 

8 

17 

430 
138 
393 

227 
354 
322 

471 

107 

330 

126 

330 

126 

230 

82 

202 

18 

214 (a) 11 

214  (a)  12 

218 

59 

61 
69 

SERVICE  CORPORATIONS. 
Dittributtve  ihares  of  stockholders,  in 
personal  service  corporations. 
^  -  Profits,  retumea  previous  years. . . 
Distributivs  shares  of  Dortners 

218 

330 

330 
322 
322 

322 
322 
322 

322 

322 

322 
322 
321 
321 
321 

321 

71 

218 

4 

222 

71 

218 

69 

Accountixigi)en<>d-Hi  i  f  f  e  r  i  n  g 
from  that  of  individual  part- 
ners. 

Assignment  fature  profits 

Associated  partneranips 

218 

22 

20 
8 
3 

4 

3 

3 
10 

536 

505 
325 

197 

221 
182 

197 
354 

70 

218 

31 

218 

70 

Distribution  in  kind,   how  re- 

218 

69 

turned. 

Division  amon?  partners,  income 
from  particular  source. 

Partner  turning  over  to  partner- 
ship   compensation    military 
service. 

218 

70 

218 

40 

218 

69 

Securities  less  than  cost 

218 

18 

Partnerskins. • 

218 

69 

Benencisry,  life  insurance  policy . 

Foreign     partnerships,     income 
from  United  States. 

Loss  in  inventory,  claim  in  abate- 
ment. 
PARTNERSHIP  RETURNS 

218 

6 
25 

11 

270 
585 

380 

32 

218 

69 

218 

62 

^224 

81 

Partnership  returns 

224 

411 
411 

1523 

843 

31 
111 

1542 

1561 

445 

445 

1541 
1545 

81 

Partner  dying  during  taxable  year . 
Patent: 

Income  from,  personal  service  cor- 
poration. 
Stock  issued  in  payment  of  20  per 
cent  limitation. 
Patent  infringement: 

Award  in  suit,  when  to  be  reported .... 
Deductibility  award  master,  report 
one  year,  confirmed  next. 
Payment: 

Dividends,  first  60  days  of  1918 

In  securities  worth  less  than  face  value . 
Installments  without  interest,  per- 

Bonfl  residing  or  travding  abroad . 
Petsons  abroad  takinj;  advantage  of 

extension  of  time — ^interest. 
Relation  to — when  dividends  taxable . 
Stock  dividend  after  first  60  days  of 
year. 

224 

12 

1 
3 

1 

1 

12 
1. 
3 

2 

2 
1 

403 
135 
208 

38 
94 

395 
.11. 
199 

160 

140 

7 

81 

200 

9 

326 

120 

213(a) 

214 

24 
45 

201(e) 

202(a) 

227 

12 
14 
82 

227 

82 

201(e) 

201(c)(d)(e). 

30 

13 
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PAYMENT  OF  TAX  AT  SOURCE 

Exemption  from  vnihholding . . .' 

Employees  refusing  to  sign  old 
Form  1078,  signing  new. 

Record  of  Form  1078 

Refund  of  tax 

Fixed    or    determinable    anntuU    or 
periodic  income. 
Winnings  horsefl  at  race  track. . . . 
Form   of  certificate   where   no   with- 
holding required. 
Interest  on  bonds  of  domestic 
corporations. 
Form    of  certificate    where    withhold- 
ing required. 
rersonal  service  corporations. . . . 
When  Form  1000  should  be  used 
b^  nonresident. 
Ownership     certificates    for     interest 
coupons. 

Certified  copies 

Old  form  certificates 

War  Finance  Corporation 

Personal    exemption    of   nonresident 
aliens. 
On  tax-free  covenant  bond  inter- 
est. 

Release  of  excess  tax  withheld 

Alien  filing  Form   1078  or  its 
equivalent. 

Return  of  tax  withheld 

Nonresident  seamen  who  can  not 
be  located,  wages. 

WillJiolding  in  1918 . , 

By  corporation,  income  nonresi- 
dent foreign  corporation. 

Withholding  tax  at  source 

Bank  collecting  interest  on  for- 
eign securities — identity  of 
items. 
Bank  piu*chasin^  abroad  coupons 
bonds  domestic  corporations- 
ownership  certificates. 
Debtor    corporation    appointing 

withholding  agent. 
Debtor    corporation    failing    to 

withhold,  tax-free  bonds. 
Interest  upon  bonds,  rates  appli- 
cable— refund. 
Leased  mine — independent  con- 
tractor. 

Scrip-bond  interest  rates 

Wages,      occasional      coastwise 
voyage. 
Withholding   in   case   of  nonresident 
foreign  corporations. 

Amount  paid  to,  compensation 
for  orders  for  export. 

Credits  to  foreign  subsidiarj' 

Foreign  bank,  branch  in  United 
States. 


Section. 


{ 


221. 
237. 
221. 
221. 


221. 
221. 
221. 

221, 
221. 

221 

221. 

221. 
221. 

221. 

221. 
221. 
221. 
221. 

221. 

221. 
221. 

221. 
221. 

221, 
221, 


221  (a). 
221  (a), 


221  (a). 

221  (a). 
221(a). 
221(a). 
221(a). 


221(a). 
221(a). 


237. 

237. 

237. 
237. 


Article. 


363 
363 

363 
363 
362 

362 
366 

366 

365 

365 
365 

364 

364 
864 
864 
363(a) 

363(a^) 

372 
372 

370 
370 

371 
371 

361 
361 


361 

361 

361 

361 

361 

361 
361 

601 

601 

601 
601 


Bulle- 
tin No. 


18 

11 

10 
1 
6 

7 

20 
13 


28 
27 


Billing 
Na 


2 

4 
2 

158 

224 
158 

2 

157 

31 

653 

297 
4 

628 
225 

17 
21 
21 

473 
526 
527 

19 

498 

3 

196 

16 

463 

2 

159 

485 

385 

359 
76 

277 
298 

512 

424 


Page 

No. 


167 

616 
605 


74 
95 
76 

76 

76 
76 
76 

76 
78 

108 

78 

78 
78 

77 

109 

77 
77 
77 

77 

79 
68 

78 
78 

78 

78 

74 
76 


75 

75 

74 

75 

75 

76 
75 

95 

95 

99 


INDEX. 


161 


PAYMENT  OF  TAX  AT  SOURCE— Con. 
Wiihholding  in  case  of  nonresident 
foreign  corporations — Continued. 
Payment   by    American    corpo- 
ration to,  for  royalties. 
Withholding  on  ssJe  bank- accept- 
ances, forei^  corporations. 

PAYMENT  OF  TAXES 

Collection  of  tax  by  suit 

Cor{>oratipn  disBolving,   not  re- 
taining \mi>aid  tax. 
Five-year  limitation,  when  appli- 
cable. 
Further  taxes  due  for  1918,  and 
other   years   prior   to    1918 — 
waivers. 
Declaration  of  termination  of  taxable 
period. 
Alien   desiring  to   depart   from 
United  States. 

Certificate  of  compliance 

Procedure,   collecting  from  de- 
parting aliens. 
Representatives  foreign  countries 
bearing  diplomatic  passports. 

Temporary  aeparture 

Virgin  Islands 

Interest  on  tax 

Collection  for  fractional  part  of 
month. 

Deficiency  in  first  installment 

.  First  installment   underesti- 
mated. 

From  when  collectible 

Meaning  of  "interest" 

Rejected  claim  for  abatement  for 
taxes. 

Notice  and  demand  for  payment 

Forms  17  and  21 

Payment  of  tax  when  no  proper  return . . 

Delinquency  or  fraud 

Former  resident  United  States 
not  filing  return — ^procedure. 

Penalty  for  failure  to  file  returns 

Compromises,  1918 

"Reasonable  cause" 

Supplemental     returns     corpo- 
rations fiscal  year  ending  1918. 
Where  surrounding  circumstances 
cast  doubt  on  taxpayer. 

Penalty  for  nonpayment  of  taxes 

Warrant  for  diatraint,  delinquent 

estate. 
When  penalty  and  interest  added. 
When  penalty  of  5  per  cent  added. 

Penalty  for  understated  returns 

Deliberate  understatement 

Tmefor  payment  of  tax 

fecial  cases 

Validity  T.  D.  2797 

Payment  of  tax  in  special  cases 

Pay  roll,  evidence  of  employee's  continu- 
ous residence  in  United  States. 

15739^—20 ^11 


Section. 


237. 

237. 

250. 
250. 
250. 

250. 


250. 


250. 

250. 

250. 
250. 


250. 


250... 
250... 

250(e) 
250(e). 

250(e), 
250(e), 

250(e) 
250(e), 

250(e), 

250(e). 
250(e). 
250... 
250... 
250... 


250. 
250. 
250. 
250. 

250. 

250. 
250. 


Article. 


601 
601 


1008 
1008 

1008 

1008 


1013 

1013 

1013 
1013 


1013 

1013 
1013 
1003 
1003 

1003 
1003 

1003 
1003 
1003 

1007 
1007 
1002 
1002 
1002 

1004 
1004 
1004 
1004 

1004 

1006 
1006 

1006 
1006 
1005 
1005 
1001 
1001 
1001 
914 
315 


BoUe- 
tlnNo. 


7 
11 


1 

4 

12 


27 
13 

18 

28 
28 


13 

1 
4 

13 
26 
13 


12 


23 
20 


7 
3 

7 


3 


Ruling 
No. 


303 

387 


107 
235 
409 


205 

606 
429 

487 

617 
618 


426 

106 
232 

426 
595 
427 


408 


551 
516 


306 
204 
306 

204 


18 

25 

24 

486 

588 
575 

1 

105 

26 

1 

599 
15 

195 


^nT 


96 

96 

100 
103 
103 

las 

103 

103 

103 

104 
104 

104 

105 
105 
101 
101 

101 
101 

101 
101 
101 

102 
102 
100 
100 
100 

101 
102 
101 
102 

101 

102 
102 

102 
102 
102 
102 
100 
125 
100 
12» 
68 


162 
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Section. 

Article. 

Bulle- 
tin No. 

Raling 
No. 

No. 

PENALTIES 

253 

107 

Advising  or  inducing  personfl  not  to 

make  returns  or  pay  taxes. 
Specific  vcnalties 

253 

1041 

1041 
1041 

1041 

1094 
1004 
1006 

1005 

562 
502 

291 

315 

86 

302 

363 

1523 

343 

1524 

I 

108 

107 

253 

107 

Citizen  leaving  United   States, 

refusing  to  pay  tax. 
Partnerships  and  individuals  in 

default,  excess  profits  tax  law 

1917. 
Penalties  for  disclosure  of  returns 

253 

6 
13 

282 
430 

107 

253 

107 

257 

no 

Penalty  for  failure  to  file  return 

250 

101 

Penalty  for  nonpayment  of  tax 

250 

102 

Penalty  for  understated  return 

250 

102 

Pension  fund: 

Deduction  by  corporation,  amounts 

paid  into,  for  employees. 
Donations  by  corporations,  organiza- 
tion  of   employees   distinct   from 
corporation. 
Personal  and  familv  expenses 

234 

2 
2 

164 
165 

94 

234 

<H 

215(a) 

217 

63 

Personal  exemption: 

Claim  for,  oy  nonresident  alien 

Whether  included  in  $3,500  exemp- 
tion compensation  of  soldiers  and 
sailors. 
Personal  exemption  of  head  of  family.  . . . 
Personal  exemption  of  nonresident  aliens. 
PersoTial  service  corporation  {definition  oO-  • 
Distributive  snare  of  deceased  stock- 

7 
3 

298 
184 

75 

213(b) 

216(c) 

221 

40 
64 

76 

200 

9 

219 

1 

71 

72 

holder. 

Personal    service    corporation:     Certain 
corporations  excluded. 

Personal  service  corporations  and  partner- 
ships. 

Personal  services: 

200 

10 

218 

69 

/213(a) 

\214 

32 

105 

561 

1525 

1526 

445 

77 

251 
520 

503 

852 
294 
312 

517 
42 

25 

Compensation 

44 

Reasonable  compensation  for 

234 

10 

362 

92 

Personal  services  rendered  by  personal- 
service  corporation. 

Personal  services  rendered  by  personal- 
service    corporation;    more    tnan    one 
business. 

Persons  abroad^  extension  of  time  pay- 
ment of  tax.  interest. 

Philippine   Government,    certificates   of 
indeotedness,  exemption  of. 

Police  pension  fund,  contributions  to 

Political  clubs,  exemption 

200 

10 

200 

10 

227 

2 

1 

27 
20 

4 

1 

160 

46 

602 
513 

227 

125 

82 

213 

34 

214(a)ll 

231(9) 

230 

60 

85 

Poolins:  stock  interests,  holders  of  com- 

82 

mon — ^how  taxable. 
Porto  Rico,  bonds  of — ^inadmissible  assets. 
Premiums  on  business  insurance 

326(c) 

215 

122 
63 

Preemnption,  alien  residing  here  for  one 

217 

9 

8 
I 

342 

329 

37 

66 

year. 
"Private,  "  meaning  of 

231 

84 

Profit,  installment  sales,  gross  ])rofit,  how 

determined. 
PROFITS  OP  CORPORATIONS  TAX- 

213(a) 

220 

27 
73 

ABT.R  TO  STOCKHOLDERS: 

ProfiXs    of    corporatio7is    Uixabh    to 
stockholders. 

C'Orporaticm  buying  \'ictc>ry  notes 
with  surplus. 

220 

851 
351 

73 

220 

2 

156 

74 

INDEX. 


163 


1 

!          Pcctlon. 

Article. 

351 

351 
351 
351 
353 
353 
251 

162 
251 

251 

541 

84 

621 

77 

84 

1510 

511 

1570 
1004 

262 

Bulle- 
tin No. 

Ruling 
No. 

No. 

PROFITS  OF  CORPORATIOxXS  TAX- 
ABLE TO  STOCKHOLDERS— Con. 
Profits  of  corporations  taxable  to  stock- 
teZefer*— Continued. 
Distilling  or   brewing   huBinees 

holding  1918  earnings. 
Retention  of  profits 

220 

2 

1 

8 
8 

156 

72 
326 
326 

74 

220 

73 

Years  sec.  220  applicable 

Years  prior  acts  applicable 

Unreasonable  accumtuation  of  profits . . 
Tfnw  dot^rmined 

220 

74 

220 

74 

220 

74 

220 

15 
1 

448 
61 

74 

}*r()lubition,    contributions    to    National 

Dry  Federation. 
Prf>pertv,  depreciable 

214(a) 11 

214(a)  8 

214(a)  n 

214((a)ll 

233 

58 
52 

Pu1)lic  high  school,  property  given  to, 

athletic  purposes,  deductibility. 
Pv!)lic  park,  contributions,  purchase  of 

l^ndfor,  deductibility. 
Public  utility  corporation: 

Taxability,     nook    entry     chazging 

interest  company's  funds. 
Water^  li^ht,  power,  and  heat  com- 
panies, income  of. 
"  Purely  local  character,"  meaning  of 

R. 

Hailroads: 

Certificate  of  indebtedness.  Director 

3 
2 

13 
28 

1 

10 

14 

12 

1 

192 
152 

425 
612 

82 

356 
434 
394 

85 

59 
59 

89 

213(b) 

231 

38 

8% 

213 

33 

General  of. 
Constructed     by     townships     and 

county — ^leased — ^taxability . 
Contract  for  cars  as  Government  con- 

213(b) 

1 

38 
9 

tract. 
Operated  by  charitable  institution — 
exemption. 

Readjustment  of  partnership  interests 

"Ueasonable  cause,'*  ignorance  plea,  de- 
linquency, returns. 

Rebates,  loss  from 

231(12) 

202 

83 
18 

250 

3* 

204 

101 

214(a)  12 

251 

61 

RECEIPT  FOR  TAXES 

105 

Receivt  for  tax  vavment 

251 

1021 
1021 

32 

1510 
187 

315 

315 
315 

1032 

1032 

1030 

1036 
1036 

105 

Duty    to    issue— Emulation    or 
fraudulent  execution. 
Receiver,  compensation  paid,  when  tax- 
able. 
Red  Cross,  Government  contract 

251 

8 

3 

17 

332 
17S 
468 

105 

213(a) 

1 

25 

9 

Redetermination  of  amortization  allowance 

214(a)  9 

217 

55 

Refund: 

Alien  employed  by  resident  corpora- 
tion three  months. 

15 

3 

24 

447 

196 
569 

68 

f217 

68 

By  employer,  tax  withheld 

1217 

68 

Refunds: 

Claim  for  ahatetnent  for  taxes  errone- 
ously assessed. 
Bond  as  condition  to  deferred 

••       .......... 

252 

10« 

252 

31 

18 
7 

652 

488 
310 

106 

collection  of  tax. 
Claims  for  refund  of  iaxen  erroneously 
collected. 
Aliens 

252 

10« 

252 

10€ 

Excess-profits  tax,   partnership, 
19  IS. 

2A2 

127 

164 
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Refunds — Continued. 

Claimafor  refund  of  taxes  erroneously 
collected — Continued. 
T.  D.  2871,  amending  art.  1036, 
Ri^.  45. 
Suits  for  recovery  of  taxes  erroneously 

collected, 
Sum0  due  United  States  as  set  off  in 
suit  vs.  Collector. 
Regulations: 

Authority  for 

Policy  of  bureau  answering  inquiries . . 
ReliGjious,  charitable,  scientific,  and  edu- 
cational corporations. 
Rent,  paid  in  crop  shares — returns  of  in- 
formation. 

REORGANIZATIONS 

Election  to  be  taxed  as  corporation 

Partnership  becoming  corporation 
and  owning  99  per  cent  stock 
other  corporations. 

Partnership  net  income 

Partnership— net    income    1918 
more  than  20  per  cent  invested 
capital. 
Net  income  and  invested  capital   of 
predecessor    partnership     or    indi- 
vidual. 

Appreciation  in  value  of  assets 

REORGANIZATION,  VALUATION 
OF  ASSETS  UPON. 

Valuation  of  assets  upon  change  of 
ownership. 
Credit  )r8   purchasing  receiver's 
sale,  transferrii)g  new  corpora- 
tion. 
Where  merger  prior  to  Mar.  8, 
1917,    formal    transfer    subse- 
quent. 
Repayment: 

Rescission  and,  dividends,  income. . . 
Voluntary^  payment,    dividends    to 
corpomtion. 
Repeal  of  former  acts,  revenue  act  of  1916, 

3^year  limitation. 
Replacement  at  speculative  value,  bads, 
aepreciation  chaige. 

Replacement  fund  for  loss 

Rescission,  dividends,    repayment,    and 

income. 
Reserves: 

Tiosses  by  canners  due  to  climatic 

conditions,  deductibility. 
To  liquidate  coupons  left  "witli  life 
insurance  company. 

Residence,  alien  presumption 

Resident^  alien  seamen,  when 

Residential  property,  losses  from  sale  of, 

deductible  when. 
Return,  property  willed  to  municipality 

in  trust  for  chaiity . 
Return,  information  at  source,  pavmenta 
of  $1 .000. 


Stetlon. 


252 
262. 


252 


1309. 
1909. 
231.. 


256 

330. 
330. 
330. 


830. 
330, 


330 


330. 
831 

831 

831 


831 


201(e). 
213(a) 

1400.. 


214(a)  8. 


213(a) 
201(e) 


214 


234(a)  10. 


217 

217 

214(a)  4,  6,6, 


213(b) 
256... 


Article. 


1036 
1037 
1087 


517 
1074 


938 
988 


938 
938 


932 


932 


941 
941 


941 


1641 
81 


164 

50 
1641 


101 

569 

812 

812(a) 

141 


84 


BoHe- 
tinNo. 


RnHitt 


8        333 


9 


16 


6 


1 
11 


11 
10 

20 
12 

12 

21 


20 

8 

1 

9 
8 
1 

14 


347 


455 


172 


286 


138 
893 


187 


889 


865 


602 
398 

409 

524 


602 

187 

96 

842 

324 

61 

433 


Page 
No. 


106 
106 
106 


127 
127 

84 

108 

125 
126 
126 


126 
126 


125 

125 
126 

126 

116 

115 


11 
25 

103 

54 

30 

11 

43 

95 

66 
67 
48 

38 

107 
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Section. 


Return  of  tax  withheld 

Return,  penalty  for  failure  to  lil.* 

Return,  time  and  place  for  filinif 

Return,  understated,  penalty  for 

Return  year,  change  of 

Returns  by  receivere 

ReturnB,  consolidated 

Returns,  corporations 

Returns,  fiduciary 

Returns  for  fractional  part  of  year 

Returns,  individual 

RETURNS  TO  BE  PUBLIC  RECORDS 

Inspection  of  returns 

Joint  return,  husband  and  wife. . 
Ownership  certificates,  v  rtified 

copies  of. 
Preparation  list  of  names  for  office 

comptroller  of  State. 
Ptoceaure  by  executor  to  obtain 
copies  return  of  estate. 

Inspection  of  returns  by  Stale 

"Where  State  imposes  income  tax 

Inspection  of  returns  by  stockholder 

"  StocknoldeTB  Protective  Com- 
mittee." 

Penalties  for  disdosures  of  returns 

To  whom  applicable 

Returns,  partnership 

Returns,  supplemental,  penalties  delin- 
quency filmg,  fiscal  year  ending  1918. 

Returns f  verifloation  of. 

American  citizens  in  China 

Royalties,  payment  nonresident  foreign 
corporation — ^withholding. 

S. 
Salaries: 

Adjustment  prewar  period 

Paid  by  corporation— deductibility. 

Return  by  husband  and  wife 

Voted  after  close  of  year 

Sale  in  United  States,  nonresident  alien . 

Sale,  involuntary,  profits  from 

Sale  of  good  will 

Saie  of  personal  propcorty  on  installment 

Slan. 
a  of  property  acquired  by  gift  or  he- 
quest. 

Sale  of  real  estate  in  lots 

^le  of  real  estate  involving  deferred  pay- 
ments. 
Sanitarium,  income  from  housing  patients, 

whether  personal  service  corporation. 
Sa\infi8  banks  (State) .  Oregon,   tax  on 

ytocK  paid — deduction. 
Scrip,  issued   payment    interest — with- 

hcnding. 
Seamen: 

Compensation,  board  and  lodging- 
return. 
Wages  of 


221... 
250... 
227... 
250... 
212(b) 
239... 
240... 
239... 
225... 
239... 
223... 
257... 
257... 
257... 
257... 


257. 

257. 

257. 
257. 
257. 

257. 

257. 
257. 
224. 
250. 

223. 
223. 
237. 


'  214 

i  214 

223 

214(a)  1 

213(c).. 

213(a).. 

213(a).. 

213(a) .  . 


202 


213(a) 
213(a) 

200... 


234(a)  3. 
221(a). . 


213(a) 

|213(o) 

;l22i... 


Article. 


370 
1004 


1005 
26 
622 
632 
621 
421 
626 
401 


1091 
1091 
1091 

1091 

1091 

1092 
1092 
1093 
1093 

1094 

1094 

411 

1004 

406 
406 
601 


Bulle- 
tin No. 


106 

105 

401 

105 

91 

31 

41 

42 

1562 

43 

44 

1531 
566 
361 


33 

I 
92(a) 

370  I 


11 


27 
17 

14 

31 


1 
18 


Rulinf 
No. 


15 


8 
7 


8 
15 
21 
22 
23 
25 


1 

1 

20 

18 

8 
16 


370 


Page 
No. 


607 
473 

439 

654 


112 


490 


451 


306 


327 
303 


319 
444 
528 
534 
543 
581 


0 

99 
512 

475 

316 
463 


78 

101 

82 

102 

23 

98 

9^ 

97 

81 

98 

79 

109 

109 

108 

109 

109 

109 

109 
109 
109 
109 

110 

110 

81 

102 

80 
80 
96 


113 
44 
80 
44 
41 
25 
26 
26 

15 

29 
29 

10 

94 

76 

26 

42 
78 


1«6 


muu. 


Sectiooo. 

.Utlde. 

Bnfle- 
tlnNa 

No. 

No. 

Seamen,  alien — ^wben  to  be  regarded  as 

217 

312(m) 

962 
901 
912 

901 
901 

901 

901 
141 
901 
952 
901 

1021 
1021 

1585 
141 
144 

1561 
322 

1562 
341 
144 

85 

23 

144 

1542 
520 

73 
86 

86 

8 

6 

1 
6 

14 

15 

15 

15 

4 

324 

285 
119 
285 

441 

454 

454 

453 
218 

67 

reeidwits. 
Sec.  210,  revenue  act  of  1917: 

Application  of  to  fiscal  year  return . . . 

335 

12) 

Aemnfment  under 

327(a) 

328 

134 

CkMoatructive  inveeted  capital,  fiacal 

125 

year. 

CkNrp(»ation,  smaU  invested  capital, 
large  taxable  income. 

Income  compared  with  invested  capi- 
tal,   abnomudly   increased,    sale 
capital  assets. 

Limitation  of  tax,  profits  sale  discov- 
ered mine. 

Taxpayer  who  has  liquidated  business. 
Sec.  214(a)5,  revenue  act  of  1918 

327(a) ,. 

327(a) 

327(a) 

327(a) 

214(a)  4, 5, 6.. 

827(a) 

335 

124 
124 

124 

134 

48 

Sec.  327(a),  revenue  act  of  1918 

124 

Application  of,  to  fiscal  year  return . . . 

6 
14 

8 

8 

1 
2 
9 

1 
10 

3 

3 

11 

25 
24 

285 
441 

332 
832 

14 
149 
341 

11 
354 

198 
198 

378 

582 
558 

125 

(Corporation  small  invested  cajntal, 
large  taxable  i  n  come. 
Sec.  3451   Revised  Statutes: 

Blanks 

327(a) 

251.... 

124 

ia5 

Simulation  or  fraudulent  execution 

251 

105 

tax  receipts. 
Securities: 

Dealers  in,  inventories  by 

203 

19 

Deductibility,  loss  bona  fide  sale 

Fluctuation,   market  value— deduce 

tion. 
Gain  or  loss,  sale  of 

214(a)  4, 5, 6. . 
214(a)  4,  5, 6.. 

202(a) 

218 

48 
50 

14 

Profits,  distribution  in — less  than  cost 

18 

to  partnership. 
Profitsale,  held  in  trust,  when  taxable. 

202 

71 

Sale  of,  income  to  trust 

219(a)  1 

214(a)  4,  5,  6. . 

213(b) 

212 

71 

Surrendered  to   wipe  out  deficit — 
deduction. 
Sewerage  commission  income,  engineer . . . 
Short  salepj  borrowed  stock,  inventories. . . 

50 

39 
22 

Shrinkage  m  securities  and  stocks,  deduc- 
tions. 
Sixty-day  provision  relating  to  dividends . 
Social  club  (exemption) 

214(a)  4,  5,  6. . 

201(e) 

231(9) 

213 

50 

1 

9 

12 
85 

Soldiers  and  sailors: 

Bonus  by  State 

22 
3 

11 

533 
184 

376 

33 

Personal  exemption,   $3,500— salary 

exemption. 
Taxability  compensation  oth^  than 

War  Department. 
SPECIAL  CASES 

213(b) 

213(b) 

327 

40 

40 

124 

JVealfneTit  of  svecial  cases 

327(a) 

327(a) 

327(a) 

327(a) 

327(a) 

327(a) 

327(a) 

901 

901 

901 
901 

901 

901 
901 

124 

AasesBment,  sec.  210(1917  Law); 
sec.    328    (1918    Ipaw)— <x>m- 
parison. 

Deriving  income  from  e^orts  of 
stockholders. 

Disproportion    invested    capital 
and  taxable  income. 

Income  compared  wiUi  invested 
capital  abnormally  increased, 
sale  capital  assets,  occ.  21(). 

Limitation  tax,  act  of  1918.  profits 
sale  discovered  mine — assess- 
ment, sec.  210,  "Rojy.  41. 

Taxpayer    who    has    liquidated 
businew — afwes^ment.  sec.  210. 

1 

19 
14 

15 

15 

15 

1 

119 

492 
441 
454 

454 

453 

124 

10 
124 
124 

124 

124 
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SPECIAL  CASES,  COMPUTATION  OF 
TAX  IN. 
Determination  of  first  installment  of 
tax. 

Bond 

Oonfltructive    invested    capital, 
sec.  210  (1917). 

Paym,ent  of  tax  in  specUd  eases 

Government  contract  upon  unit 

basis. 
Treatment  of  difierence  between 
tax  shown  on  tentative  return 
and  on  50  per  cent  asseesment 
basis. 

Specific  penalties 

Spruce  division,  compensation  person  in 

military  service. 
State: 

Compensation,  officials  and  employees! 
InsTOction,  returns  by  officials  of . . . 
"Officere"  and  "employees,"  defini- 
tion of. 

State  obligations,  interest  upon 

States,  income  oi 

Stock: 

Basis  for  gain  or  loss  on 

Exchange  shares  of  corporation 

Excess  price  in  liquidation,  income. 

Sale  contemporary',  good  will 

Sale  installment  pUm 

Sale  of  right  to  subscribe  for  addi- 
tional stock. 

Surrender,  deduction 

Stock  dividends 

Stocks  and  bonds,  income  from  domestic 

corporation,  nonresident  alien. 
Stockholders: 

Personal  service  corporation 

Trustees'  account — ^invested  capital. 
Stockholders'  protective  committee,  in- 
spection returns  by. 

Subletting,  apartment,  loss 

Sub6idiar>'  corporation,  cash  dividend  to 

parent  corporation — extent  taxable. 
Suits  for  recovery  of  taxes  erroneously 
collected. 


328. 

328. 

328. 
328. 

328. 
328. 

328. 


253... 
213(b), 


213(b) 
257... 
213(b) 


213... 
213(b) 

202(a) . 
202... 
201... 


213(a) 
213(a) 
213... 


214(a),  4, 5,  6 
20Vc),  (d),  (e) 
213(c) 


Article. 


200. 
326. 
257. 


214(a)  4, 5, 6 
201(e) 


Surplus  and  undivided  profits 

Surplus  and  undivided  profits: 

Earned  eurplus  and  invested  capital. 

Insurance  on  officers 

Patents 

Reserve  for* depreciation  or  depletion. 
Reserve  for  income  and  excess  profits 
taxes. 

SURTAX 

SaUofmineral  deposits 

When  not  limited  to  20  per  cent 

of  selling  price. 
Applicabiu^,  mine  sold  by 

trustees. 
Income  taxable  to  trustees,  when. 


252. 

/326. 
1326. 


326(a),  3, 

326 

326 

326 

326 


211.... 
211(b). 
211(b). 

211(b) . 

211  (b). 


912 

912 
912 

914 
914 

914 


1041 
86 


85 

1092 

85 

74 
84 

1561 

1567 

1548 

41 

42 

39 

144 

1545 

91 


1525 

831 

1093 

141 
1641 

1037 

840 
841 

838 
846 
843 
844 
845 


BoUe- 

tinNo. 


13 
13 

13 

13 


1 
6 


26 
31 


11 


3 
1 

16 


19 
12 
2 
1 
23 
19 

11 


Ruling 
No. 


9 


19 
16 
18 

1 
15 


3 
9 
9 


136 
285 


599 
655 


376 


179 
112 
459 


493 
396 
141 
22 
542 
495 

378 


340 


492 
466 
490 

59 

442 


176 
337 
337 


Page 
No. 


124 

124 

124 
125 

125 
125 

125 


107 
40 


88 

109 
39 

33 
38 

15 
17 
31 
26 
29 
26 

50 

13 
41 


10 
116 
109 

48 
11 

106 

119 
120 

118 
121 
120 
120 
120 

20 
20 
20 

26 

20 
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Section. 


Surveyor,  rompensation  by  county, 
ation. 

T. 


Tangible  property  paid  in — ^mixture  of 

tangible  and  intaslpble  property. 
Taj^nle  property  paid  in,  value  in  excess 

of  par  value  of  stock. 
Tax: 

Computation  of,  special  cases 

Excess  withheld,  release  of,  atsooice. 

Imposition  of 

Interest  on 

Limitation  of 

Tax-free  covenant  bonds: 

Debtor  corporation  withholding 

Exemption,  nonresident  lUien — with- 

holcung. 
Taxability — ^interest  on — ^nonresident 
domestic  corporations. 

Tax  on  corporations  (Income) 

Tax,  payment  at  source  ^corporation^ 

Tax ,  payment  at  source  (individuals) 

Tax  payment,  receipt  for 

Tax  sale,  State,  profits  from  purchase  at. . . 
TAX,   WHEN    PARTLY   PERSONAL 
SERVICE  BUSINESS. 

Apportionment  cf  invested  capitcl  and 
net  income. 
Corporation    doing    commisBion 

and  brokerage  bufdness. 
Partly  personal  service  corpora- 
tion. 


''Taxable  year,"  "Withholding  agent," 

and  *'  Paid  "-definitions. 
Taxes: 

Affiliatc<I,  foreign,  and  domestic  cor- 
porations. 

Amount  withheld — ^invested  capital . . 

AsBesBmentB,  additional— effect  on  in- 
vested capital. 

Bases  of  com  putation 

Credit  for  ^corporationB) 

Credit  for  (individuals) 

Deductions  allowed 

Determination  of  first  installment  in 
special  cases. 

Inheritance 

Local  benefits 

Paid  by  corporation,  construction  of 
plant. 

Prewar  period,  effect  on  invested  cap- 
ital. 

When  invested  capital 

Teachers: 

( bmpensation  of,  in  Hawaii 

Taxability  salaries  from  State 

Telephone  companies: 

Invested  capital  of,  how  computed . . 

Net  income  of,  operated  by  Govern- 
ment. 

Taken  over  by  Government,  compen- 
sation, how  returnable. 

1918  return  of 


2130>) 


326. 

326. 


328... 
221... 
301... 
250(e), 
302... 


221(a) 
221... 


213(c) 


230. 

237. 
221. 
251. 
213. 
303. 

303. 

303. 
303. 
200. 


240(c) 


326. 
326. 


212 

238 

222 

214(a)  3. 
328 


214(a)  3. 
214(a)  3. 
214(a)  2. 

326 


326 


213(a). 
213(b) 


233 
232 


233 


Article. 


85 


835 
836 


372 


1003 


861 

363(a) 

92 


1021 

74 


741 

741 

741 

1533 


636 

831 
845 

23 


Bulle- 
tin No. 


233 


131 

912 

134 
133 
121 

845 

857 

31 
85 

541 
531 

541 

541 


1 
19 

18 


28 


12 


Killing 
No. 


11 

9 
12 


1 
11 


1 

4 

15 
15 

12 

15 


45 


76 
498 

478 


Gil 


410 
114 


388 

350 

411 


50 

892 

124 

24 
214 

449 
449 

404 

449 


No. 


38 


117 
117 

124 
79 
110 
101 
112 

74 
77 

42 

82 
95 
74 

105 
33 

112 

112 

112 

112 

10 

99 

115 
120 

20 
96 
79 
46 
124 

47 
47 
46 

120 

122 

23 

39 

K9 
80 

89 
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Bection. 

Artide. 

BuUf>- 
tinNo. 

Ruling 
No. 

Page 
No. 

"Temporary  fluctuations,"  inventory  loss. 
Terminatioi^  of  taxable  penod,  declara- 
tion of. 
TERMS  RELATING  TO  INVESTED 

214(a)  12..:.. 
250 

263 
1013 

12 

402 

61 
103 

325 

114 

CAPITAL. 
Admissible  assets 

325 

818 
818 

813 

813 
812 
812 
815 
815 

815 

815 
831 

511 

228 

234 
235 

115 

ConveiBion,  certificate  of  indebt- 

325 

1 

132 

115 

ednees  into  Victory  loan  notes. 
Borrowed   capitdl,    amounts    left   in 
business. 
Voluntary  asneflRment » r 

325 

114 

325 

23 

552 

114 

Borrowed  cavital — securities 

325 

114 

Preferred  stock  as  invested  capital 
Inadmissible  assets 

325 

27 

609 

114 

325(a) 

325(a) 

325(a) 

325(a) 

326 

114 

Corporate  or  association  funds, 
invested  bonds  of  War  Finance 
Corporation. 
Federal  Reserve  Bank  stock  held 
by  member  banks. 

Stock  of  foreign  corporation 

Section  325(b),  computation  invested 
capital,  no  par  value  stock. 
Theater,  exemption ,,,,,,,.  ^ 

1 

1 

24 
11 

7 

1 

18 
18 

116 

118 

576 
890 

300 

60 

483 

483 

114 

114 

115 
116 

231(12) 

214(a)  10 

214(a)  10 

214(a)  10 

227 

83 

Timber: 

Depletion  sustained  prior  to  Mar.  1, 

1913. 
Determination  of  fair  market  value. . . 
Determination,  ouantitv 

57 

57,58 
57,58 

TIME    AND    PLA6E    F6R    FILING 

82 

RETURN. 
Extension  of  tiTne  bv  coHector^ 

227 

443 

443 

445 

445 

445 

1001 

73 

521 

292 

106 

23 

421 
566 
421 

32 

13 
84 

82 

T.  D.  2935,  modifying  art.  443,  • 

R^.  45. 
Extension  of  time  in   case  of  persons 

cbrocd. 
Amendment  of  art.  445,  Reg.  45, 

installment  of  tax  past  due. 
Whether  interest  collectible 

227 

24 

670 

82 

227 

82 

227 

8 

2 

199 
160 

82 

227 

82 

Time  for  payment  of  tax .  ^ . . .  r ,   ,   . 

250(a) 

213 

100 

Transfer,  property^  member  family  or  per- 
son in  conndential  relation. 
Travelers'  association,  when  not  exempt. . 
Traveling  expenses 

7 
1 

290 

88 

32 

231 

86 

215 

63 

Treatment  of  exceflsive  compensation 

True  income,  relation  to  books  of  account— 

214 

44 

212 

8 

10 

1 
7 

3 
9 

14 

312 

360 

99 
297 

178 
337 
433 

21 

bases  of  computation— T.  D.  2873. 
TniBt,  fiduciarv  and  beneficiary 

225 

81 

Trust  company,  tax  on  stock,  deduction . . 
Trustee  in  banbruptcy,  return,  bankrupt's 

estate. 
Trustees: 

Compensation,  taxability 

234(a)  3 

225 

94 

71 

213(a) 

211(b) 

213(b) 

219 

25 

Income,  sale  mine,  oil.  and  gas  wells. . 
Income  property  willed  to  munici- 
pality {<^  chanty. 
Truiytn  And  e^Ate*                            

20 
38 

71 

U. 

United  States  bonds,  deposit  as  security... 

TJidted  States  possessions,  citizens  of 

United  States  obligations,  interest  upon... 

1320 

127 

260 

110 

213 

"'77' 



37 

170 


INDEX. 


Section. 


V. 
Yaluatioii: 

Afieets  upon  change  of  ownership 

Assets  upon  reoiganizatdon 

Inventories 

Value: 

Jan.  1,  1914^  tangible  property — in- 
vested capital. 

Mar.  1, 1913,  how  determined 

Verification  of  returns 

Victory  Liberty  loans,  deductibility  in- 
terest, indebtedness  incurred  to  pur- 
chase notes  of. 
Victory  notes  (see  also  * '  Liberty  Bonds  " ) : 
Conversion  notes. 
Interest,    indebtedness   incurred    to 

purchase — deduction. 
Surplus  accumulated,  invested  in. . . , 
Vineyards: 

After  prohibition  legislation — depre- 
ciation and  obsolescence. 
Deductibility — ^loss  of  useful  value. . . 
Virgin  Islands: 

Departure  for 

Income  citizens  of    taxable 

Virginia  Debt  Commission:  compensation 
from  State. 

W. 

W-iges: 

Nonresident     alien,     from     within 

United  States. 
On  vessels  making  occasional  coast- 
wise voyages. 

Waiver,  taxes 

War  I'^inance  Corporation: 

Exemption  i'ltereet  on  bonds 

Pounds  of  corporations  and  associa- 
tions invested  in — inadmissible  as 
sets 

WAR  PROFITS  CREDIT 

War  profits  credit 

Prewar  accounting   period    dif- 
ferent from  taxable  year. 

Salaries,  prewar  period 

Warrants,  noninterest  bearing,  subdivi- 
sion of  State. 
War  savings  stamps: 

Credit  for  interest  on 

Sale  of,  at  appreciated  value 

When  the  ws^ee  of  a  nonresident  alien  are 
derived  from  sources  within  United 
States. 


Withholding  tax  at  source 

Witness,  for  State,  fees,  income 

Words  and  phrases: 

"Aggregate  par  value " 

*'  Date  of  tax  return " 

"Due  date" 

"  Due  and  payable  " 

**  First  60  days  of  any  taxable  year  " 


331. 

331 

203. 

326. 


202(a).. 
223.".... 
214(a)  2. 


213(b).. 
214(a)  2. 
220 


214(a)  8. 
214(a)  4. 


280... 
260... 
213(b) 


213(c) 
213(c) 
250... 


213... 
325(a) 


311 
311 
311 


311 . . . 
213(a). 


213(a) 
213(a) 
213(c), 


r221 . . . 

\237... 

213(a) 

202... 
213(b) 
212(b) 
326... 
201... 


Article. 


941 


1582 

836 

1561 
406 
121 


80 

121 

351 

161 

143 

1013 
1121 

85 


Bullf>- 
tin  No. 


92(a) 

92(a) 

1008 

77 
815 


781 
781 

781 
31 


31 
31 

92(a) 


31 

1567 

79 

26 

845 

1542 


1 
1 


6 

1 

2 

8 

2 

28 
28 
16 


8 

13 

12 

11 
1 


8 
13 


1 
1 


9 

10 
11 
10 

12 
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Ruling 

No. 


Page 
No. 
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12 


57 

272 

57 

156 

320 

150 

618 
619 
460 


316 

424 

409 

374 
116 


264 

319 
416 


33 
33 


338 

353 
375 
355 
411 

8 


126 

128 

18 

118 

14 
80 
46 


36 

46 

74 

51 

50 

105 

110 

39 


42 

75 

103 

34 

114 


112 
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113 
25 


24 
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42 


74 
95 
24 

17 

34 

23 
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Words  and  phrases — Continued. 

*^  Like  organization *^ 

••Private" 

••  Purely  local  character  " 

"State '^ 

"State  offioerB/'  "Employees  of  the 

State. " 
*  •  Temporary  fluctuatioDS  " 

Y. 

Young  Men's  Christian  Association,  Gov- 
enunent  contract. 


Section. 


231 

231 

231 

213(a) . . 
213(b) . . 

214(a)  12 
1 


Article. 

1 

BuIIo- 
tinNo. 

621 

1 

517 

8 

521 

1 

31 

1 

85 

16 

263 

12 

1510 

17 

RuUnf 
No. 


82 

329 

82 

32 

459 

402 


468 
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No. 
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84 
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24 
39 

61 


9 


O 


TREASURY  DEPARTMENT 

BUREAU  OF  INTERNAL  REVENUE 

Digest  of  Income  Tax  Rulings 

Nos.  1-761,  Inclusive 

No.  8    -     -    -    -    -     FEBRUARY.  1920 

Tk>  •>£■»  kn  HH  •(  &•  hca  «  •««(  ti  Tiunr,  DtaMU  i^  1*  »l  tw^Ilk. 

■.lMiiaibBM«dfMi»Mutk.lirilklkM.JIb«Rr«lWaK.    A..JIitM>b.j« 
Ua^li  1.  r.kU  .  «.flH.  rtt««l  d  Ik.  I-l.  oiBllFiM  M<k  xliM.  A«i  «m  ki  » 
w«Hlh>tar.n<w>M«&*In>klWnF«t.JiM.    !•  bwM  M  tU>  JitbMla 
k  WT  k>  .kMrT.d  tk.1  Ai  nlUf  »U.Wd  fc«  >«  1.  liw  u,  (nw* '•••»  iiU-fi 

■- 

--T-"-:-- 

WASHINGTON 

GOVERNMENT  PRD^riNG  CTTKE 

1920 

The  Income  Tax  BaUetia  Service  for  1920^  consisting  of  Weddy  Bulletins  of 
Income-tax  rulings,  Bimonthly  Digests  of  raUngs  irablished  In  the  Weekly  Bul- 
letins, and  semiannual  Oumulatiye  Bulletins  with  the  full  rulings  published  in 
the  prefvious  six  mootlis  Weekly  Bulletins  assembled  under  the  Tsrious  section 
and  article  numbers,  can  be  obtained  by  the  piMic  by  snbserljptlon,  price  $2  n 
year.  Subscriptions  should  be  sent  to  the  Superintendent  of  Publie  DocamenU, 
Government  Printing  Office,  Washington,  D.  0. 

2 


( 


« 


PREFACE. 

Special  attention  is  directed  to  the  statement  on  the  front  cover. 

The  Digest  is  to  be  used  supplementary  to  Ee^laticms  45.  Thus, 
if  a  question  arose  in  regard  to  depreciation  of  mtan^ble  property, 
the  first  step  would  be  to  look  in  the  index  of  Regulations  45,  which 
^ives  article  19^.  Under  this  article  the  subject  "depreciation  of 
intangible  property  "  is  treated,  but  if  further  research  is  desired,  the 
investigator  finds  the  number  of  the  section  of  the  1918  law  (ordi- 
narily at  the  ton  of  the  page  of  the  regulations;  in  this  case  §214) 
covering  this  subject.  In  the  digest  the  rulings  are  under  the  same 
section  number. 

In  the  upper  right-hand  corner  of  each  ruling  a  reference  is  made 
to  the  bulletin,  year,  and  ruling  number;  if  the  rail  decision  is  desired 
it  can  be  found  in  ih»  Cumulative  Bulletin — ^December,  1919 — or  in 
Bulletins  Noe.  1  to  8,  inclusive,  1920,  under  the  same  section  and 
article  numbers,  and  identified  by  the  ruling  number. 

Digest  No.  8  contains  digests  of  rulings  made  during  the  months 
of  April,  1919,  to  February,  1920,  inclusive,  which  have  been  pub- 
lished in  the  Cumulative  bulletin — ^December,  1919,  and  subsequent 
Bulletins.  Rulings  from  Bulletins  1-20  to  8-20,  inclusive,  were 
made  during  January  and  February,  1920. 

Rulings  published  include  Ti*easury  Decisions,  Solicitor's  Law 
Opinions,  Solicitor's  Memoranda,  Advisory  Tax  Board  Recommenda- 
tions and  Memoranda,  Committee  on  Appeals  and  Review  Recom- 
mendations and  Memoranda,  and  office  decisions. 

The  following  abbreviations  are  used : 

T.  D Treasury  Decision. 

0 Solicitor's  Law  Oiiinlon. 

S Solicitor's  Memorandum. 

T.  B.  R Advisory  Tax  Board  Recommendation. 

T.  B.  M Advisory  Tax  Board  Memorandum. 

A.  R.  R Committee  on  Appeals  and  Review  RecommendatloiL 

AR.  M Committee  on  Appeals  and  Review  Memorandum. 

O.  D Office  Decirton. 

ABC, etc. Represent  the  names  of  individuals. 

BI N  X  T  Z,  etc Represent  the  names  of  corporations,  places,  or  lousinesses, 

according  to  context. 

X Is  used  to  represent  a  certain  number. 

xdoUar8or$x Is  used  to  represent  a  sum  of  money,    z  preceded  by 

a  number  (15x)  represents  an  amount  equal  to  the 
amount  represented  by  x  multiplied  by  tlie  number  pre- 
ceding X. 

Beferences  to  section  and  article  numbers  are  to  sections  of  the 
Revenue  Act  of  1918,  and  to  Articles  of  Regulations  45  (final  edition)  ^ 
unless  otherwise  stated. 

Rulings  are  arranged  in  the  numerical  order  of  the  sections  of  the 
Revenue  Act  of  1918  to  which  they  relate.  To  assist  taxpayers  in 
locating  rulings  on  the  subjects  covered  by  the  various  sections  the 
following  brief  outline  of  the  arrangement  of  the  Revenue  Act  of 
1918  is  given : 

Section  1 General  definitions. 

Sections  200  to  261 Income  tax. 

Sections  300  to  887 Excess  profits  and  war  profit*  tax. 

Sections  1300  to  1406 General  administrative  and  miscellaneous. 
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IKCOMB  TAX  DIGESTS. 

The  sections  relating  to  income  tax  are  as  follows: 

General  provisions — 

Section  200.  Income  tax  definitions. 

201.  Dividends. 

202.  Basis  for  determining  gain  or  loss. 

203.  Inventories. 

204.  Net  losses. 

205.  Fiscal  year  with  different  rates. 

206.  Parts  of  income  subject  to  rates  for  different 

years. 

Individuals  and  corporations — 


Subject  of  sectlooQS. 


Special  seetloos 

Nonnaltaz 

Surtax 

Net  Income 

Gross  Income 

Deductions 

Items  not  deductible 

Credits  allowed  against  net  income 

Credit  for  taxes 

Returns 

Returns  'w^iece  accounting  period  changed. 

Time  and  place  for  filing  returns 

Understatement  in  returns 

Payment  of  tax  at  source 


Numbers  of  sections  applicable  to— 


IndiTid- 
uals. 


{. 


Partner 
ships  and 
personal 
service 
corpora- 
tions. 


220 

210 
211 
212 
226 


213 
214 


215 
2161 
218 
219 
226. 
221(d) 
222 
228 


227 


228 
221 


218 


212 
226 


218 
214 

216 
218 
226 


221(d) 

m 

224 
239 
226 
227 


228 
221 


Estates 
and 

trusts. 
Fiducia- 
ries. 


219 

210 
211 
212 
226 


218 
214 
219(bc) 
216 
216 
219 
226 


I 


221(d 


222 
226 


{  ^} ^..{ 

226     296 


227 


228 
221 


Non- 
resident 
aliens. 


217 

210 
211 
212 
217 
226 
218(0) 
214 
217 
215 
216 
217 
226 


221 


Si 

217 


226 
227 


228 
821 


Domestic 
corpora- 
tions. 


{ 


i 

i 


{ 


231 
240 
230 


I 


232 
226 


238 
234 


235 
230 
236 


238 


239 

226 
227 
241 
228 


ForalgD 

cutpori- 

tlons. 


m 

230 


233 


233(b) 
234 


235 
22S 
238 


339 


{ 


227 
341 
223 
221 
237 


Administrative  provisions — 


Section 
Section 
Section 
Section 
Section 
Section 
Section 
Section 
Section 
Section 
Section 
Section 


250.  Payment  of  taxes, 

251.  Beceipts  for  taxes. 

252.  Refunds. 

258.  Penalties,  specific. 

264.  Returns  of  payments  of  dividends, 

255.  Setums  of  brokers. 

256.  Information  at  the  source. 

257.  Returns  to  be  public  records. 

258.  Publication  of  statistics. 

259.  Collection  of  foreign  items. 

260.  Citizens  of  United  States  possessions. 

261.  Porto  Bico  and  Philippine  Islands. 


COMBINED  CONTENTS  OF  BULLETINS  NOS.  1-19  TO  8-20,  INCLUSIVE. 

FEBRUARY,  1920,  DIGEST  NO.  8. 


Dodslon. 

Ruling 
No. 

Bulle- 

Dedsion. 

Ruling 
No. 

Bulla- 

Tpcuorv  dedaioiis: 

28WL 

1-19-77 

2-19-148 

3-19-208 

3-19-170 

3-19-199 

4-19-229 

4-19-241 

4-19-242 

5-19-258 

7-19-294 

5-19-249 
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SECTION  1«— GENERAL  DEFINITIONS. 

18-19-414. 
Section  1,  Article  1602 :  Association.  O.  D.  236. 

An  organization,  not  incorporated,  and  not  having  any  agree- 
ment with  its  members  whereby  a  partnership  exists,  and  where  its 
members  contribute  amounts  to  further  the  operations  in  locating 
mines,  is  an  association  and  should  file  an  income  tax  return  under 
the  Kevenue  Act  of  1918. 

Section  1,  Article  1406 :  Association  Distinguished  from  10-19-351. 

Trait.  S.  1068. 

Where  beneficiaries  holding  certificates  evidencing  their  interest 
under  a  so-called  "Massachusetts  trust"  agreement  annually  elect 
persons  delegated  to  conduct  the  affairs  of  the  trust,  thus  retaming  a 
voice  in  the  Dusiness,  the  trust  is  an  association  and  is  subject  to  the 
normal  tax  upon  its  income  under  the  Acts  of  1913,  1916,  and  1918: 
the  excess  profits  tax  under  the  Acts  of  1917  and  1918;  the  capital 
stock  tax  under  the  Acts  of  1916  and  1918;  and  the  certificates  issued 
by  the  trust  to  the  beneficiaries  are  subject  to  the  stamp  tax  under 
the  Acts  of  1917  and  1918. 

Where  the  trustees  originally  appointed  were  to  hold  office  during 
the  entire  period  of  the  trust,  the  right  of  the  shareholders  being 
limited  to  filling  vacancies,  the  beneficiaries  not  retaining  any  sub- 
stantial control  over  the  affairs  of  the  trust,  such  a  trust  is  not  an 
association  or  taxable  as  such  under  section  230  of  the  act  of  1918, 
but  under  section  219  relating  to  trusts.  They  are  not  subject  to  the 
excess  profits  tax  nor  the  capital  stock  tax,  nor  are  the  certificates 
issued  by  the  trustees  subject  to  stamp  tax.  (Also  sec.  219,  art.  341; 
sec.  230^  art.  503.) 

27-19-600. 
S.  1205. 

When  under  a  trust  agreement  property  is  transferred  to  self- 
perpetuating  trustees  wlio  have  absolute  control  of  the  property,  in- 
cluding the  power  of  sale  and  reinvestment  of  the  proceeds,  and  the 
interest  of  each  beneficiary  is  evidenced  by  transferable  certificates 
of  beneficial  interest  issued  bv  the  trustees,  each  certificate  stating  the 
number  of  shares  to  which  the  person  named  therein  is  entitled,  and 
when  the  rights  of  certificate  holders  are  expressly  limited  to  receiv- 
ing such  distributions  of  net  income  or  proceeds  of  the  property  as 
the  trustees  may  declare,  the  trustees  in  no  event  to  have  recourse  to 
the  certificate  holders  for  the  payment  of  any  expenses  or  liabilities 
incurred,  but  upon  the  expiration  of  the  trust  to  distribute  property 
remaining  in  their  hands  according  to  terms  of  the  trust  agreement, 
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the  trust  so  f  orm^  is  not  taxable  as  an  association  under  the  Act  of 
October  8, 1918. 

Section  1,  Article  150S:  IdBiitei  Partmenhip  as  Part-  20-19-501. 

nership.  S.  1160. 

A  limited  partnership  organissed  under  the  laws  of  Mississippi 
(sees.  5467-64845  Hemingway's  Ann.  Miss.  CSode  (1917))  is  not 
taxable  as  an  association  on  its  income  under  the  act  of  October  3, 
1913,  nor  under  the  act  of  September  8, 1916. 


Section  1,  Article  1806 :  lomitei  Partnership  as  Corpo-  27-19-40L 

ration.  T.D.29i8. 

Article  1606  of  Regulations  45  is  amended  to  read  as  follows : 

Aet.  1506.  Limited  partnership  a^  corporation. — On  the  other  hand,  Umited 
partnerships  of  the  type  of  partnershii>s  with  limited  liability  or  partnership 
associations  authorized  by  tlie  stntutoM  of  Penusylvnnia  and  of  a  few  other 
States  are  only  nominally  partnerships.  8tich  so-called  limited  partnerships, 
offering  opportunity  for  limitliiji:  the  liability  of  all  the  members,  providing  for 
the  transferability  of  partnership  shares,  and  capable  of  holding  real  estate 
and  bringing  suit  in  the  common  name,  are  more  truly  cori)orations  than  part- 
nerships and  must  make  returns  of  income  and  pay  the  tax  as  corporations. 
The  income  received  by  the  members  out  of  the  earnings  of  such  Umited  part- 
nerships will  be  treated  in  their  personal  retams  in  the  same  manner  as  dis- 
tributions on  the  stock  of  corporations.  In  all  doubtful  cases  Umited  partner- 
riilps  will  be  treated  as  corporations  unless  they  submit  satisfactory  proof 
that  they  are  not  in  effect  so  organized.  A  Michigan  partnership  association 
is  a  corporation.  Such  a  corporation  may  or  may  not  be  a  personal  service 
corporation.    See  sections  200  and  218  of  tlie  statute  and  articles  1523-1682. 


29-19-621. 
O.  D.  334. 

Virginia  partnership  a^seociations  or  limited  partnerships  formed 
under  sections  2878  to  2886,  inclusive,  of  the  Virginia  coae  of  1904 
are  to  be  treated  as  corporations  or  joint-stock  companies  for  income- 
tax  purposes. 

The  firt;attts  of  Virginia  limited  partnerships  formed  andertheactof 
March  14,  1918  (acts  of  Assembly  of  Virginia,  1918),  must  be  deter- 
mined in  each  case  by  consideration  of  the  certificate  of  partnership 
and  all  pertinent  facts. 

Section  1,  Article  1507 :  Joint  Ownerthip  and  Joint  2-19-189. 

Adventure.  O.  D.  96. 

Participation  of  two  United  States  corporations  in  a  joint 
enterprise  does  not  constitute  them  partners,  and  they  are  taxable 
under  the  Revenue  Act  of  1918  as  corporations  on  thieir  respective 
shares  of  the  profits  in  the  same  way  and  to  the  same  extent  as  on 
any  other  income  accruing  to  th«n. 

I'he  same  rule  would  apply  in  the  case  of  a  joint  venture  entered 
into  by  agreement  between  a  United  States  corporation  and  an 
individual. 
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12-19-394. 
Seetion  1,  Artide  1810:  OoYerameKt  Contrftct.  O.  D.  224. 

A  contract  entered  into  May  1,  1918,  with  the  Director  General 
of  Bailroacb  for  certain  cars  for  the  account,  use,  and  benefit  of 
the  varknia  railroad  companies  under  Federal  control  is  not  a  Got- 
enunent  contract  witiiin  the  meaning  of  sections  1  and  1408  of  the 
BeTexme  Act  of  1918,  for  the  reason  that  the  cars  are  not  for  the  use  of 
or  for  &e  account  of  the  United  States. 


17-19-468. 
O.  D.  261. 

Contracts  entered  into  between  a  taxpayer  and  the  Eoiights  of 
Columbus  or  the  Young  Men^s  Christian  Association  are  not  con- 
sidered Government  contracts  within  the  meaning  of  section  1  of  the 
Revenue  Act  of  1918.  However,  contracts  with  the  American  Red 
Cross  are  considered  Government  contracts  within  the  meaning  of 
that  section. 

21-19-519. 
O.  916. 

The  term  "Government  contract^*  as  used  in  the  act  of  1918  in- 
cludes oral  or  written  contracts  and  those  relating  to  sales  of  standard 
goods  and  services  at  open-market  prices  as  wellas  those  of  a  special 
nature. 

Sales  of  goods  from  existing  stocks  where  delivery  is  immediate 
are  not,  however,  within  the  purview  of  the  act. 


24-19-557. 
O.  D.  298. 

A  Government  contract  entered  into  in  1917,  amended  as  to  some 
of  its  provisions  in  1918,  and  further  modified  in  1919,  is  in 
effect  the  same  contract  as  entered  into  in  1917  if  the  original  contract 
has  not  been  revoked  or  supplanted  by  a  new  ccmtract.  Therefore, 
income  derived  from  the  contract  should  be  computed  in  accordance 
with  the  provisions  of  subdivision  (c)  of  section  301.  (Also  sec.  301, 
art.  714.) 

2-20-666. 
O.  D.  359. 

A  corporation  which  contracted  with  another  corporation  to  manu- 
facture and  deliver  machinery  to  be  used  in  manufacfuring  ammu- 
nition, but  did  not  produce  or  furnish  ammunition  or  any  component 
part  thereof,  nor  perform  any  direct  service  in  connection  with  the 
production  of  ammunition  manufactured  by  another  corporation 
rnder  contract  for  the  United  States  Government,  is  not  a  subcon- 
tiiictor  within  the  meaning  of  section  1,  Revenue  Act  of  1918. 


5-20-721. 
O.  D.  394. 

Procurement  orders  issued  after  November  11,  1918,  in  confinna- 
tion  of  informal  curders  entered  into  prior  to  November  12,  1918,  are 
Government  contracts  made  between  April  6,  1917,  and  November 


SECTION  200^DEFINITIONS. 

1-19-185. 
Section  200,  Article  1623 :  Personal  Service  Corporation.  T.  B.  M.  9. 

A  claim  for  assessment  as  a  personal  service  corporation  should 
be  denied  where  the  income  of  the  corporation  is  derived  entirely 
as  a  result  of  the  ownership  of  certain  property  (such  as 
patents)  and  is  in  no  sense  derived  from  the  personal  activities  of 
any  of  the  stockholders. 

29-19-622. 
A.  E.  E.  7. 

A  freight-forwarding  business  which  advances  various  costs  of 
carriage  is  not  to  be  classed  as  a  corporation  with  nominal  capital 
under  the  provisions  of  section  209,  Eevenue  Act  of  1917. 


7-20-736. 
A.  E,  E.  24, 

A  corporation  conducting  a  commercial  school  which  has  both 
home  study  and  resident  instruction  departments,  but  which  does 
not  lodge  or  board  any  of  its  students,  and  where  the  principal 
owners  give  all  their  time  and  attention  to  the  preparation  of  courses, 
syllabus  of  work,  inspection  of  higher  lessons  and  settling  points  in 
dispute,  and  where  capital  is  not  a  material  income  producmg  factor, 
is  properly  classified  as  taxable  under  section  209  of  the  Eevenue  Act 
of  1917  and  as  a  personal  service  corporation  under  the  Eevenue  Act 
of  1918. 
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11, 1918,  within  the  meaning  of  the  Eevenue  Act  of  1918  and  whether 
fulfilled  in  1918  or  1919  will  be  taxed  at  rates  applicable  to  Govern- 
ment contracts. 

In  so  far  as  stock  purchased  for  Government  contracts  is  used  or 
useful  for  commercial  purposes  no  separate  inventory  thereof  need 
be  made  for  Government  contract  accounting,  such  inventories  being 
treated  as  commercial  inventories  in  the  ordinary  course  at  the  close 
of  the  taxable  year  1919.  If,  however,  a  portion  of  such  goods  pur- 
chased is  useful  only  for  Government  contracts  and  is  still  on  hand 
at  the  close  of  the  taxable  year  1919,  such  goods  should  be  inven- 
toried at  the  then  value  if  lower  than  cost  and  assigned  to  the  Grov-  ^ 
ernment  contract  section  of  the  income  statement  for  that  year.  i 

Advertising  and  sales  promotion  are  not  a  part  of  the  necessary 
expenses  of  Government  contracts,  except  as  relating  to  such  con-       i 
tracts,  and  are  not  proper  deductions  from  the  gross  income  derived      | 
from  Government  sales. 

Such  expenditures,  if  entered  into  on  a  large  scale  at  a  time  when 
the  Government  was  doing  practically  no  commercial  business,  may 
be  treated  either  as  an  expense  of  the  year  in  which  incurred  and 
deducted  from  the  commercial  income  only,  or  they  may  be  treated 
as  deferred  items  in  the  balance  sheet  and  set  up  as  good  will  thereon, 
being  in  the  nature  of  expenditures  for  the  building  up  of  future 
business  and  not  for  the  business  secured  during  the  taxable  year 
in  which  such  expenditures  were  incurred.  (Also  sec.  203,  art  1582; 
sec.  214  (a)  1,  art.  101 ;  sec.  301,  art.  715.) 
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Section  200,  Article  1524:  Fenonal  Senrice  Corporation:  l-19-4« 

Certaitt  Corporations  Excluded.  O.  D.  1. 

Section  200  of  the  Revenue  Act  of  1918  excludes  from  personal 
service  classification  a  corporation  50  per  cent  or  more  of  whose  gross 
income  consists  of  gains,  profits,  or  income  derived  from  trading  as 
a  principal.  It  does  not  necessarily  follow,  however,  if  50  per  cent 
or  more  of  the  gross  income  was  derived  from  the  personal  service 
phase  of  the  business  that  the  corporation  may  claim  personal  serv- 
ice dassification. 

Section  200,  Article  1525 :  Personal  Services  Eendered  by  19-19-492. 

Personal  Service  Corporation.  T.  B.  R.  58. 

A  corporation  engaged  in  the  business  of  retailing  automobiles, 
whose  stock  is  owned  oy  two  stockholders  actively  engaged  in  the 
business  as  principal  salesmen,  there  being  but  one  other  salesman,  is 
not  entitled  to  be  classified  as  a  personal  service  corporation,  because 
the  business  is  that  of  the  ordinary  commercial  enterprise,  in  which 
capital  is  a  material  factor  in  the  conduct  of  the  business.  (Also 
sec.  327,  art.  901.) 

6-20-724 
A.  R.  R.  28. 

A  so-called  commission  business  in  which  it  appears  clear  that  the 
taxpayer  has  title  to  the  merchandise  sold  and  is  liable  to  the  con- 
signor for  the  seUing  price  can  not  be  regarded  as  coming  within  the 
scope  of  section  209  of  the  Revenue  Act  of  1917  even  though  the 
merchandise  is  rebilled,  in  part  at  least,  at  a  price  which  represents 
merely  the  addition  of  commissions  in  lieu  of  trading  profits. 


Section  200,  Article  1826:  Personal  Services  Bendered  By  1^19-5. 

Personal-Service  Corporation :  More  Than  One  Business.  O.  D.  2. 

A  sanitarium  owned  and  operated  by  doctors,  who  in  addition  to 
selling  their  services  derive  income  from  the  buildings  and  grounds 
by  housing  patients,  can  not  be  termed  a  corporation  within  the  per- 
sonal service  class.     (Also  art.  1532.) 


Section  200,  Article  1533 :  ''  Taxable  year/'  "  withholding  1-19-3. 

agent,"  and  "  paid."  S.  930. 

The  first  taxable  year  of  a  corporation  organized  in  1918  which 
established  a  recognized  fiscal  year  .not  ending  in  1918  after  its 
organization  is  its  fiscal  year  ending  in  1919. 


SECTION  201— DIVIDENDS. 


Section  201,  Article  1641:  Dividends. 

(See  2-19-140;  sec.  213 fa),  art.  52.)     Dividends  paid  in  one  year 
but  not  actually  received  by  stockholders  until  the  succeeding  year. 
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(See  12-19-898;  sec.  S13(a),  art  8L)  Effeot  on  stocUiolder's 
gross  income  of  dividends  legally  decuared  and  paid  in  1918 
and  subsequently  after  the  passage  of  the  Bevenue  Act  of  191^, 
repaid  to  the  corporation  in  1919.  pursuant  to  action  by  tiie  corpora- 
tion purporting  to  rescind  the  aeclaration  of  the  diyidend.  (But 
see  20-19-502,  sec  201,  art.  1641.) 


15-19-442. 
T.  B.  S.  45. 

A  cash  dividend  paid  in  1916  by  a  subsidiary  to  parent  cor- 
poraticm,  its  sole  stockholder,  is  taxable  under  the  Bevenue  Act  of 
1916  to  the  extent  that  such  dividend  was  paid  from  surplus  earned 
after  March  1, 191S  (1916  law  only). 


20-19-502. 
T.  B.  M.  77, 

A  divid«id  declared  and  paid  by  a  corporation  was  in  part 
illegal,  inasmuch  as  it  exceeded  the  true  earnings,  and  the  corporation 
later  rescinded  it.  To  the  extent  that  the  corporation  had  a  legal 
right  to  force  rescission  and  repayment  of  such  dividend,  and  such 
rescission  and  repayment  were  actually  made,  the  rescinded  dividend 
should  not  be  considered  income  to  the  stockholders  for  the  purpose 
of  taxation.  (Also  sec.  218  (a),  art.  31.)  (See  12-19-398,  sec.  J13 
(a),  art  31.)  

21-19-520. 
T.  B.  R.  60. 

Distributions  to  a  domestic  corporation,  a  stockholder  in  a  for- 
eign corporation  deriving  no  income  from  sources  within  the 
United  States  during  the  year  1917,  of  profits  or  surplus  accumu- 
lated by  sudi  foreign  corporation  prior  to  the  year  1917,  are  not 
taxable  to  the  domestic  corporation  at  the  rates  prescribea  for  the 
year  1917.  and  are  not  subject  to  the  excess  profits  tax  imposed  by 
Title  II  oi  the  Bevenue  Act  of  that  year.  (Also  sec  213  (a)^  art.  31 ; 
sec.  238,  art  541 ;  sec.  320,  art.  801.) 


22-19-529. 
T.  B.  R.  63. 

Where  the  directors  of  several  subsidiary  companies  in  1914  voted 
large  dividends  payable  in  cash  and  also  at  the  same  meetings 
auUiorized  increases  in  the  capital  stock  in  amounts  equal  to  the  cash 
dividends  declared  and  all  of  the  stockholders  agreed  to  purchase 
the  new  stock  issue  with  these  dividends,  the  entire  transaction  being 
merely  an  exchange  of  checks,  the  dividends  are  held  to  be  cash  divi- 
dends and  taxable  as  such  under  the  Revenue  Act  of  1918. 


25-19-579. 

O.  932. 

A  stockholder  who  has  received  payments  from  a  corporation 

because  of  his  stock  ownership  in  such  corporation,  which  payments 

were  not  subject  to  a  formal  declaration  of  dividends  at  the  time 
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they  wtf  e  made,  and  which  were  not  then  entered  on  the  oorporstion's 
books  against  surplus  accrued  |Mrior  to  March  1,  191S,  is  required  to 
return  such  distru>ution  of  corporate  profits  as  dividends  and  pay 
the  income  tax  thereon  pursuant  to  article  107,  Regulations  38  (Ke- 
vised)  and  T.  D.  2659. 

The  formal  declaration  of  such  dividend  by  the  directors  of  the 
corporation  at  a  date  one  year  after  the  dividend  had  been  paid  and 
subsequent  entries  made  on  the  books  of  the  corporation  do  not  have 
the  effect  of  relieving  the  taxpayer  of  tax  on  such  dividends.  (Over- 
ruling O.  272.) 

SectioiL  201,  Article  1542:  Presuinption  as  to  Source  of  1-19-8. 

Diitribation.  O.  D.  4. 

Section  201  (e)  of  Title  II  of  the  Revenue  Act  of  1918  should 
be  literally  construed,  and  ^  the  first  M  days  of  any  taxable  year  ^ 
includes  March  1,  except  during  a  leap  year. 


1-19-^. 
O.  D.  5. 
The  W-day  provision  of  section  201  (e)  of  the  Revenue  Act  of 
1918  is  not  for  the  purpose  of  determining  the  rates  of  tax  to  be  paid 
by  the  shareholders,  but  is  for  the  purpose  of  allowing  the  corpora- 
tion to  determine  the  earnings  from  which  the  dividend  is  paid. 


6-19-266. 
O.  D.  163. 
A  dividend  will  be  deemed  to  have  been  paid  out  of  current 
earnings  to  the  extent  possible,  and  taxable  to  the  recipient  accord- 
ingly, notwithstanding  that  there  is  an  actual  impairment  of  capital 
and  the  books  show  an  apparent  surplus  based  on  an  arbitrary  valua- 
tion of  good  will,  trade-marks,  etc. 


12-19-395. 
T.  B.  R.  43. 
Where  a  corporation  has  profits  accumulated  prior  to  March 
1, 1913,  but  none  accumulated  b(Btween  that  date  and  January  1, 1918, 
and  pays  dividends  during  the  first  60  days  of  1918,  such  dividends 
will  be  deemed  to  have  been  paid  from  earnings  or  profits  accumu- 
lated after  December  31,  1917. 


(See  23-19-^52;  sec.  325,  article  818.)     Repayment  to  principal 
stockholder  of  paid-in  surplus. 


2-20-067. 
O.  D.  B<iO. 

The  term  "distribution''  as  used  in  section  201  (b)  of  the  act 
means  the  delivery  or  transfer  of  property  by  a  corporation  to  its 
stockhoiders.  Whether  any  distribution  by  a  corporation  is  to  b« 
deemed  to  have  been  made  from  earnings  or  profits  depends  upon  the 
facts  in  each  case.    However,  the  term  ^distribution"  as  used  in 
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section  201  (b)  of  the  statute  does  not  contemplate  the  payments 
made  b;^  a  corporation  to  its  stockholders  in  retiring  its  own  stock 
if  the  liquidation  of  the  stock  was  in  pursuance  of  an  obligation 
arising  out  of  the  stock  contract,  unless  it  appears  that  the  corpora- 
tion had  the  option  of  distributing  its  assets  with  a  debit  to  capital 
stock  account  or  to  surplus  account.  However,  inasmuch  as  a  re- 
tirement of  capital  stock  would  indicate  that  additional  capital  was 
not  required,  any  retirement  of  common  stock  leaving  the  surplus 
stand,  would  be  regarded  by  this  office  as  making  the  corporation 
one  coming  within  the  provisions  of  section  220  or  the  Revenue  Act 
of  1918.     (Also  sec.  220,  art.  361.) 


5-l»-24S. 
Seotion  SiOl,  Article  1644:  Dividends  Paid  in  Property:  O.  D.  152. 

Where  a  national  bank  utilized  a  portion  of  its  undivided  profits 
in  the  creation  of  a  savings  bank  and  trust  company,  the  stock 
of  said  savings  bank  and  trust  company  being  issued  in  the  names 
of  trustees  for  all  shareholders  of  the  national  bank,  and  the  cer- 
tificates of  stock  of  the  national  bank  showing  on  the  face  thereof 
that  the  holders  are  entitled  to  their  pro  rata  share  of  the  capital 
stock  of  the  savings  bank  and  trust  company,  the  stockholders  would 
be  deemed  to  have  received  a  dividend  in  specie  and  would  be  liable 
for  tax  on  the  value  of  certificates  of  stock  in  the  new  corporation 
received  by  them. 

17-19-469. 
O.  D.  262. 

AVhen  dividends  are  paid  in  Liberty  bonds  having  a  market 
value  below  par  the  difference  between  par  and  market  is  not  an  allow- 
able deduction  for  income  tax  purposes.     (Also  sec.  234,  art.  561.) 


1-19-7. 
Section  201,  Article  1S45 :  Stock  Dividends.  T.  B.  R  8. 

Under  the  Revenue  Act  of  1917  stock  dividends  paid  during  any 
taxable  yeai^,  and  under  the  Revenue  Act  of  1918  stock  dividencb 
paid  after  the  first  60  days  of  any  taxable  year,  shall  be  deemed  to 
have  been  paid  from  the  most  recently  accumulated  earnings  or 
profits,  but  the  payment  of  a  stock  dividend  has  no  effect  upon  the 
amount  of  invested  capital.  The  distribution  of  a  stock  dividend  is 
in  effect  a  capitalization  of  current  earnings  or  of  earned  surplus  on 
hand  at  the  oeginning  of  the  year*  The  capitalization  of  current 
earnings  does  not  increase  the  invested  capital,  and  the  capitalization 
of  surplus  on  hand  at  the  beginning  of  the  year  does  not  decrease 
the  invested  capital.    (Also  sec.  826,  art.  859.) 


ll-19-36a 

S.  1081. 

Where  a  stockholder  claims  he  is  not  subject  to  income  tax  upon  a 
stock  dividend  received  in  1916,  on  the  ground  that  such  dividend 
was  declared  from  a  surplus  created  by  the  capitalization  of  the  good 
will  of  the  corporation,  and  the  claim  is  not  supported  by  contem- 
poraneous records  of  the  corporation,  showing  that  such  dividend 
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was  declared  from  such  surplus  and  by  proofs  that  the  accounts  of 
the  corporation  are  in  accordance  with  such  records,  the  claim  can 
not  be  allowed.  It  is  indispensable  in  any  such  case  that  the  proof 
shall  disclose  from  the  time  of  the  creation  of  the  surplus  by  the  cai)i- 
talization  of  ffood  will  continuously  the  item  of  capitalizea  good  will 
against  which  stock  dividends  are  sought  to  be  declared.  In  any 
case  where  the  surplus  account  does  not  show  such  item  of  good  will, 
but  commingles  the  capitalized  good  will  with  undivided  profits  and 
earned  surplus,  it  is  clear  that  stock  dividends  declared  out  of  such 
surplus  account  are  not  exempt  from  taxation.  (Provisions  of  reve- 
nue act  of  1917  are  not  here  considered.) 


Section  201,  Article  1S47 :  Sale  of  Stock  Received  as  80-19-634. 

DiYidends.  A.  K.  R.  6. 

Treasury  Decision  2784  is  in  accordance  with  the  holding  of  the 
Supreme  Court  in  the  Towne  v.  Eisner  case  (245 U.  S. 418), and  lays 
down  a  correct  method  for  determining  the  profit  on  stock  held  on 
March  1,  1918,  on  which  a  stock  dividend  nas  subsequently  been 
received.    (Also  sec.  202,  art.  1561.) 


Section  201,  Article  1548:  Distribntion  in  liquidation. 

(See  2-19-141;  sec.  213(a),  art.  52.)    Distribution  in  liquidation 
extending  over  two  years  for  which  tax  rates  differ. 


(See  80-19-685;  sec.  218(a),  art.  52.)     Liquidation  distributions 
made  in  installments. 


SECTION  202— BASIS  FOR  DETERMINING  GAIN  OR  LOSS. 

Section  202,  Article  1561:  Basis  for  Determining  Gain  1-19-10. 

or  Loss  from  Sale.  S.  927. 

Where  a  taxpayer  manufactures  property  and  keeps  it  on 
hand  for  a  number  of  years,  until  it  is  sold  in  the  taxable  year  1918, 
the  gain  derived  is  the  difference  between  the  selling  price  and  the 
cost,  if  acquired  after  February  28,  1918.  or  if  acquired  prior  to 
March  1, 1913,  the  fair  market  value  as  of  tnat  date;  or  the  difference 
between  the  selling  price  and  the  inventory  value  of  the  goods  at  the 
beginning  of  the  taxable  year,  on  the  inventory  basis  regularly  fol- 
lowed by  the  taxpayer;  that  is,  either  an  inventory  basis  of  cost  or 
an  inventory  basis  of  cost  or  market  value,  whichever  is  lower.  It 
is  not  permissible  to  use  market  value  except  when  it  becomes  ma- 
terial in  taking  inventory  on  the  basis  of  cost  or  market  value,  which- 
ever is  lower, 

1-19-11. 
O.  D.  6. 

In  the  case  of  an  estate  which  on  March  1,  1913,  owned  a  claim 
against    some    individual    or   business    or    Government    organiza- 
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tion,  the  difference  between  the  amount  received  in  parent  of  the 
claim  and  the  actual  value  of  the  claim  March  1, 1913,  is  either  gain 
or  loss,  as  the  case  may  be,  to  be  reported  in  the  return  for  the  year 
in  which  the  claim  was  settled.  Interest  accrued  on  the  claim  m)m 
March  1, 1918,  to  date  of  settlement  is  taxable  income  to  the  estate. 
If  payment  was  received  in  securities  which  can  be  proved  to  have 
been  worth  less  than  face  value,  the  amount  to  be  reported  as  taxable 
income  is  reduced  accordingly.  If  the  securities^  are  sold,  taxable 
income  will  be  realized  or  a  deductible  loss  sustained  to  the  extent 
of  the  difference  between  the  amount  received  from  the  sale  and  the 
actual  value  of  the  securities  at  the  time  acquired.    (Also  art  1568.) 


1-19-12. 

O.  D.  7. 

In  general,  value  as  at  March  1,  1918,  of  property,  real,  personal, 

or   mixed,    may    be    established    by    consideration    of    bona  fide 

transactions  in  like  property  occurring  on  or  about  March  1, 1913, 

together  with  all  other  facts  pertaining  to  such  value. 


5-19-245. 
S.  1003. 

Where  a  taxpayer  takes  inventories  on  the  basis  of  cost  or  market 
price,  whichever  is  lower,  goods  which  were  acquired  before  March  1, 
1918,  will  be  inventoried  at  the  market  value  on  March  1,  1913,  or  at 
the  market  price  at  the  time  of  the  inventory,  whichever  is  lower. 


17-19-470. 
O.  880. 

For  the  purpose  of  determining  gain  or  loss  resulting  from 
the  sale  of  a  homestead  upon  which  entry  had  been  made  prior  to 
March  1,  1918,  and  patent  acquired  suteequent  to  that  date,  the 
entryman  will  be  regarded  as  having  acquired  the  property  prior  to 
March  1,  1918,  and  the  fair  market  price  or  value  oi  the  property 
on  that  date  shall  be  taken  as  the  basis. 


19-19-493. 
T.B.M.73. 

In  the  year  1900  a  taxpayer  purchased  two  shares  of  corporate 
stock  for  an  aggregate  amount  of  52  x  dollars,  and  in  1915  sold  the 
same  shares  for  86  or  dollars.  On  March  1,  1918,  this  stock  was 
Quoted  Bt  24:  X  dollars.  The  taxpayer  claims  that  he  is  entitled  to  a 
deduction  for  loss  upon  the  sale  of  stock  to  the  extent  of  the  pro  rata 
part  of  the  reduction  from  cost  to  sale  price  attributable  to  the  period 
after  March  1, 1918. 

The  excess  of  the  proceeds  of  a  sale  in  the  year  1915  of  stock 
acquired  by  the  taxpayer  prior  to  March  1,  1918,  over  the  market 
value  of  such  stock  on  March  1, 1918,  determined  according  to  "  the 
best  evidence  obtainable,''  is  income  for  such  taxpayer  for  the  year 
1915,  regardless  of  the  fact  that  the  sale  price  of  such  stock  was  less 
than  the  cost  of  such  stock  to  the  taxpayer. 
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(See  24-19-568;  sec.  212,  art  28.)    Gain  or  loss  from  short  sales 
of  stock  before  transaction  is  closed. 


(See  80-1^-634;  sec.  201,  art.  1547.)    Determination  of  gain  or  loss 
on  sale  of  stocl^  received  as  a  dividend. 


(See  1-20-656;  sec.  218  (a),  art.  88.)     Determination  of  market 
value  of  property. 


Section  202|  Article  1562 :  Sale  of  Property  Acquired  by 
Gift  or  Bequest. 

(See  8-19-198;  sec.  219,  art.  841.)     Amount  taxable  in  case  secu- 
rities held  in  trust  for  a  beneficiary  are  sold. 


80-19-687. 
A.  R.  M.  7. 

The  appraised  value  of  stock  as  at  the  time  of  the  creation  of  a 
trust  estate,  by  api)raisers  of  a  State  court,  creates  a  presumption 
only  that  the  stock  is  of  the  appraised  value ;  this  presumption  may 
be  rebutted  by  competent  evidence  to  the  effect  that  the  stock  was 
of  another  value  than  that  appraised. 


5-20-712. 
O.  D.  386. 

The  basis  for  determining  gain  or  loss  from  the  sale  of  a  homestead 
acquired  from  the  Government  will  be  the  fair  market  value  of  the 
homestead  at  the  date  of  its  acquisition  or  the  value  at  March  1, 1918, 
if  acquired  prior  to  that  date. 

The  date  of  acquisition  of  a  homestead  acquired  by  public  grant  is 
the  date  of  entry  upon  the  land.  The  taxpayer  will  not  be  entitled 
to  add  to  the  value  of  the  homestead  the  amount  expended  for 
relinquishment  in  order  to  clear  the  Land  Office  records,  nor  any 
fees  paid  to  the  Government,  but  the  cost  of  improvements  may  be 
added  to  the  value  as  of  the  date  of  acquisition. 


Seotioii  202,  Article  1563 :  Exchanges  of  Prop-  7-20-787. 

crty.  T.  D.  2971. 

Begulations  45  are  hereby  amended  by  substituting  for  article  1568 
as  it  now  stands  the  following : 

Abt.  1563.  Exchanges  of  property, — Qain  or  loss  arising  from  the  acquisi- 
tion and  subsequent  disposition  of  property  is  realized  when  as  the  result  of  a 
transaction  between  the  owner  and  another  person  the  property  is  converted 
into  cash  or  into  property  (a)  that  is  essentially  different  from  the  property 
disposed  of  and  (b)  that  has  a  market  value.  In  oth^  words,  both  (a)  a 
change  in  substance  and  not  merely  in  form,  and  (b)  a  change  into  the  equiva- 
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lent  of  cash,  are  required  to  complete  or  close  a  transactLon  from  wliich  Income 
may  be  realized.  By  way  of  Illustration,  if  a  man  owning  ten  shares  of  listed 
stock  exchanges  his  stock  certificate  for  a  voting  trust  certificate,  no  income 
is  realized,  because  the  conversion  is  merely  in  form ;  or  if  he  exchanges  his 
stock  for  stock  In  a  small,  closely  held  corporation,  no  income  is  realized  If 
the  new  stock  has  no  market  value,  although  the  conversion  is  more  than 
formal ;  but  if  he  exchanges  his  stock  for  a  Liberty  bond,  income  may  be  real- 
ized, because  the  conversion  is  into  independent  property  having  a  market  value. 
"  Market  value "  is  the  price  at  which  a  seller  willing  to  sell  at  a  fair  price 
and  a  buyer  willing  to  buy  at  a  fair  price,  both  having  reasonable  knowledge  of 
the  facts,  will  trade.  Property  received  in  exchange  for  other  property  has  no 
"  fair  market  value  "  for  the  purpose  of  determining  gain  or  loss  resulting  from 
such  exchange  when,  owing  to  the  condition  of  the  market,  there  can  be  no 
reasonable  expectation  that  the  owner  of  the  property,  though  wishing  to  sell 
and  any  person  wishing  to  buy  will  agree  upon  a  price  at  which  to  trade  unless 
one  or  the  other  is  under  some  peculiar  compulsion.  It  does  not  follow  that 
property  has  no  **  fair  market  value  "  merely  because  there  is  no  price  therefor 
established  by  public  sales  or  sales  In  the  way  of  ordinary  business.  The 
property  received  in  exchange  may  be  real  estate,  personal  property,  or  a 
chose  in  action.  Where  the  owner  of  a  bond  exercises  the  right,  provided  for 
in  the  bond,  of  converting  the  bond  into  stock  in  the  obligor  corporation,  such 
transaction  does  not  result  in  a  realization  of  profit  or  loss,  the  transaction  not 
being  closed  for  purposes  of  income  taxation  until  such  stock  is  sold. 


Section  202,  Article  1564:  Determination  of  Oain  or  Loss  5-ld-267. 

from  Exchange  of  Property.  T.  B.  R.  25. 

Under  a  financial  reorganization  of  a  corporation  a  holder  of 
bonds  of  such  corporation  who  exchanges  them  for  capital  stock  of 
the  corporation  of  no  greater  par  value  does  not  realize  either  gain 
or  loss. 

19-19-494. 
T.  B.  R.  57. 

The  "fair  market  value"  of  property  is  the  fair  value  of  the 
property  in  money  as  between  one  who  wishes  to  purchase  and  one 
who  wishes  to  sell,  and  is  the  price  at  which  a  seller  willing  to  sell 
at  a  fair  price  and  a  buyer  willing  to  buy  at  a  fair  price,  both  having 
reasonable  faiowledge  of  the  fac^,  will  trade.  It  implies  the  exist- 
ence of  a  public  of  possible  buyers  at  a  fair  price,  and  recognizes 
that  property  has  no  "  fair  market  value  "  when  market  conditions 
are  such  that  there  would  be  no  trading  in  the  property  in  question 
at  a  fair  price. 

25-19-680. 
O.  D.  308. 

The  exchange  of  old  bonds  of  a  corporation  for  bonds  of  a 
new  issue  having  an  extended  maturity  date  and  bearing  a  higher 
rate  of  interest  does  not  fall  within  the  provisions  of  article  1564 
(b),  Regulations  45. 

Section  202,  Article  1565 :  Exchange  for  Different  Kinds  2-19-143. 

of  Property.  O.  D.  98. 

No  taxable  income  accrues  on  an  exchange  of  bonds  purchased 

Erior  to  March  1,  1913,  for  67  per  cent  of  the  face  value  of  the  old 
onds  in  new  bonds  of  the  same  company  and  43  per  cent  in  cash. 
The  cash  should  be  regarded  as  a  return  of  part  of  the  March  1, 1913, 
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value  of  the  old  bonds,  and  the  cost  of  the  new  bonds  for  the  purpose 
of  computing  gain  or  loss  in  case  of  sale  or  other  disposition  of  such 
bonds  will  be  deemed  to  be  the  difference  between  the  cash  received  at 
the  time  of  exchange  and  the  value  of  the  old  bonds  on  March  1, 1913. 


(See  8-1&-S84;  sec.  826,  art.  836.)  How  gain  or  loss  sharll  be  deter- 
mined where  bondholders  purchased  at  foreclosure  sale  property 
covered  by  the  mortgage  securing  bonds,  transferring  said  property 
to  new  corporation  m  exchange  for  its  total  authorized  stock  issue. 


4^20-698. 
S.1294. 
Where  a  corporation  is  insolvent  and  the  bondholders  bid  in  the 
property  at  foreclosure  sale  and,  for  the  purpose  of  reorganization, 
convey  it  to  a  new  corporation,  receiving  m  exchange  for  their 
bonds  stock  of  the  new  corporation  of  the  same  par  value,  a  bond- 
holder may  deduct  as  a  loss,  in  computing  his  net  income  under  the 
act  of  October  8,  1918,  the  amount  oy  which  the  cost  of  the  bonds, 
or  their  fair  market  value  as  of  March  1,  1918,  if  acquired  prior 
thereto,  exceeds  the  fair  market  value  at  the  time  of  the  exchange 
of  the  stock  received  by  him. 


Section  202,  Article  1566 :  Exchange  of  Property  and  21-19-521. 

Stock.  T.  D.  2924. 

Article  1566,  of  Regulations  45,  is  modified  to  read : 

Abt."  1586.  Exchange  of  property  and  stock. — "Where  property  Is  transferred 
to  a  corporation  in  exchange  for  its  stock,  the  exchange  constitutes  a  closed 
transaction  and  the  former  owner  of  the  property  realizes  a  gain  or  loss  if  the 
stock  has  a  market  valae,  and  such  market  value  is  greater  or  less  than  the  cost 
or  the  fair  market  value  as  of  March  1,  1918  (if  acquired  prior  thereto),  of 
the  property  given  in  exchange.  For  the  rule  applicable  where  a  corporation, 
in  connection  with  a  reorganization,  merger,  or  consoUdation,  exchanges  prop- 
erty for  stock,  see  article  1567. 


22-19-530. 
T.  B.  R.  71. 

A  dividend  or  distribution  in  liquidation  made  December  31, 1917, 
by  a  subsidiary  corporation  to  a  parent  corporation  represented  a  gain 
or  loss  to  the  parent  company  for  the  purpose  of  income  tax  in  the 
amount  of  the  difference  between  the  distribution  received  by  the 
parent  company  and  the  cost  to  it  of  the  stock  of  the  subsidiary  com- 
pany, or  its  value  on  March  1, 1913,  if  acquired  prior  thereto.  Such 
gain,  if  any,  is  subject  to  income-tax  rates  applicable  for  the  year 
1917.  

Section  202,  Article  1567 :  Exchange  of  Stock  for  Other  10-19--353. 

Stock  of  Vo  Greater  Par  Value.  O.  D.  204. 

For  the  purpose  of  determining  whether  any  taxable  income  is 
derived  by  each  individual  stockholder  of  a  corporation  from  such 
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transactions  as  described  in  article  1567  of  Reflations  45,  the  phrase 
^'  aggregate  par  value  "  as  used  in  that  article  means  the  aggregate 
par  value  of  stock  of  each  individual  stockholder,  exchanged  for  new 
stock  and  the  aggregate  par  value  of  such  new  stock  received  by  each 
individual  stockholder. 

12-19^96. 
T.  B.  R.  39. 

Mere  multiplication  of  the  number  of  shares  of  a  corporation 
(resulting  from  the  exchange  of  four  new  shares,  each  having  a  par 
value  of  l26  for  eadi  old  share  of  $100  par  value)  when  not  accom- 
panied by  conversion  of  surplus  into  capital  stock  or  revaluation  of 
assets,  does  not  give  rise  to  taxable  gain  or  income  to  stocUiolders 
making  the  exchange. 

21-19-522. 
T.  D.  2924. 

Article  1567,  of  Regulations  45,  is  amended  to  read  as  follows: 

Art.  1567.  Exchange  of  stock  for  other  stock  of  no  greater  par  valve— In 
general  where  two  (or  more)  corporations  unite  their  properties  by  either  (c) 
the  dissolution  of  corporation  B  and  the  sale  of  its  assets  to  corporation  A«  or 
(&)  the  sale  of  its  property  by  B  to  A  and  the  dissolution  of  B,  or  (c)  the  sale 
of  the  stock  of  B  to  A  and  the  dissolution  of  B,  or  (d)  the  merger  of  B  into  A, 
or  (e)  the  consolidation  of  the  corporations,  no  taxable  income  is  received  from 
the  transaction  by  A  or  B  or  the  stockholders  of  either,  provided  the  sole  con- 
sideration received  by  B  and  its  stockholders  in  (a),  (&),  (c),  and  (d)  is  stock 
or  securities  of  A,  and  by  A  and  B  and  their  stockholders  in  (e)  Is  etoda  or 
securities  of  the  consoUdated  corporation,  in  any  case  of  no  greater  aggr^E^ate 
par  or  face  value  than  the  old  stock  and  securities  surrendered.  The  term 
"  reorganization  "  as  used  in  section  202  of  the  statute  includes  cases  of  cor- 
porate readjustment  where  stockholders  exchange  their  stock  for  the  stock  of  a 
holding  corporation,  provided  the  holding  corporation  and  the  original  corpora- 
tion in  which  it  holds  stock  are  so  closely  related  that  the  two  corporations  are 
affiliated  as  defined  in  section  240(b)  of  the  statute  and  article  638,  and  are 
thus  required  to  file  consolidated  returns.  So-called  ** no-par- value  stock** 
issued  under  a  statute  or  statutes  which  require  the  corporation  to  fix  in  a 
certificate  or  on  its  books  of  account  or  otherwise  an  amount  of  capital  or  an 
amount  of  stock  issued  which  may  not  be  impaired  by  the  distribution  o^  divi- 
dends will  for  the  purposes  of  this  section  be  deemed  to  have  a  par  value  repre- 
senting an  aliquot  part  of  such  amount,  proper  account  being  taken  of  any  pre- 
ferred stock  issued  with  a  preference  as  to  principal.  In  the  case  (if  any) 
in  which  no  such  amount  of  capital  or  issued  stock  is  so  required,  "  no-par-value 
stock"  received  in  exchange  will  be  regarded  for  purposes  of  this  section  as 
having,  in  fact,  no  par  or  face  value,  and  consequently  as  having  **  no  greater 
aggregate  par  or  face  value  "  than  the  stock  or  securities  exchanged  therefor. 


Section  202,  Article  1568:  Determination  of  Oain  29-19-623. 

or  Loss  from  Subsequent  Sale.  O.  D.  835. 

The  word  "or"  as  used  in  the  phrase,  "stock  or  securities^  in 
section  202(b)  of  the  Revenue  Act  of  1918  is  synonymous  with  the 
word  "  and  "  and  when  taken  in  connection  with  that  section  means 
that  in  case  of  a  reorganization,  merger,  or  consolidation  of  a  cor- 
poration, a  person  may  turn  in  either  stock  or  securities,  or  botli, 
and  accept  m  exchange  therefor  either  new  stock  or  securities,  or 
both,  of  no  greater  par  or  face  value,  without  being  liable  for  tax  on 
any  gaiu  from  such  exchange. 
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4-20-699. 
T.  D.  2963. 

Article  1568  of  Begulations  45  is  hereby  amended  to  read  as 
follows : 

Art.  1568.  Determination  of  gain  or  lo89  from  subsequent  sale. — ^The  new 
stock  and  securities  received  as  described  in  the  preceding  article  take  the  place 
of  the  old  stock  and  securities.  For  the  purpose,  therefore,  of  ascertaining  the 
gain  derived  or  loss  sustained  from  the  subsequent  sale  of  any  stock  of  A  or  of 
the  consolidated  corporation,  so  received,  the  original  cost  to  the  taxpayer  or 
the  fair  market  value  as  of  March  1, 1913,  of  the  stock  of  B  or  A  in  respect  of 
which  the  new  stock  was  issued,  less  any  imtaxed  distribution  made  to  the 
taxpayer  by  A  out  of  the  former  capital  or  surplus  of  B,  or  by  the  consolidated 
corporation  out  of  the  former  capital  or  surplus  of  A  or  B,  is  the  basis  for  de- 
termining the  amount  of  such  gain  or  loss.  Wl^en  securities  of  a  single  class 
are  exchanged  for  new  securities  of  the  same  total  par  value  but  of  different 
classes,  for  purposes  of  determining  profit  or  loss  on  subsequent  sale  of  any 
of  the  new  securities,  the  proportion  of  original  cost  (or  value  as  of  March  1, 
1913)  to  be  allocated  to  each  class  of  new  securities  is  that  proportion  which 
the  market  value  of  the  particular  class  bears  to  the  market  value  of  all  securi- 
ties received  on  the  date  of  the  exchange.  For  example,  if  100  shares  of  com- 
mon stock  par  value  $100  are  exchanged  for  50  shares  of  preferred  and  50 
shares  of  common  each  of  $100  par  value,  and  the  cost  of  the  old  stock  was 
$250  per  share,  or  $25,000,  but  the  market  value  of  the  preferred  on  the  date 
of  exchange  was  $110  per  share,  or  $5,500  for  the  50  shares,  and  the  market 
value  of  the  common  was  $440  per  share,  or  $22,000  for  the  50  shares  of  com- 
mon, one-fifth  of  the  original  cost,  or  $6,000,  would  be  regarded  as  the  cost  of 
the  preferred  and  four-fifths,  or  $20,000,  as  the  cost  of  the  common.  Similarly, 
the  cost  after  reorganization,  merger,  or  consolidation  of  the  assets  of  A  or  of 
the  consolidated  corporation  is  the  sum  of  the  cost  (or  the  fair  market  value 
as  of  March  1,  1913)  of  the  assets  of  A  and  B  for  the  purpose  of  ascertaining 
the  gain  or  loss  upon  a  subsequent  sale.  The  new  invested  capital  of  A  or  of 
the  consolidated  corporation  is  to  be  determined  as  if  A  and  B  were  rendering 
a  consolidated  return  as  affiliated  corporations.  (See  sections  240  and  326  of 
the  statute  and  articles  631-638  and  864-869.) 


Section  202,  Article  1570:  Beadjustment  of  Partnership  10-19-854. 

Interests.  T.  B.  B.  34. 

Where  a  distribution  of  partnership  profits  is  made  in  securi- 
ties carried  in  an  investment  account  by  the  partnership,  first  each 
partner  must  be  taxed  on  the  basis  oi  his  aistributable  share  of 
the  partnership  profits  for  the  year  1917,  which  partnership  profits 
will  oe  ascertained  without  claiming  any  loss  with  regard  to  tne  un- 
sold securities  held  in  the  investment  account  of  the  partnership; 
second,  the  individual  partners  receiving  these  securities  as  a  distribu- 
tion of  partnership  profits  shall  determine  their  future  gain  or  loss 
when  such  securities  are  sold  and  on  the  basis  of  the  cost  of  the  se- 
curities to  the  partnership  or  their  market  value  on  March  1, 1918,  if 
acquired  before  that  date.    (Also  sec  218,  art  322.) 


SECTION  203— INVENTORIES. 

Section  208,  Article  1582 :  Valuation  of  Inventories. 

(See  1-19-10;  sec.  202,  art.  1561.)    Inventory  values  in  connection 
with  determining  gain  or  loss  on  sale  of  property. 
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(See  4-19-211 ;  sec.  212,  art.  23.)    Estimated  inyentories. 


(See  5-19-246 ;  sec.  202,  art.  1661.)    Valuation  of  inventories  in  the 
case  of  goods  acquired  prior  to  March  1,  1913. 


(See  6-19-268;  sec.  212,  art.  23.)     Valuation  of  inventories  in 
turns  filed  by  farmers. 

6-19-269. 
T,  B.  M.  31. 

A  company  taking  its  inventory  upon  the  basis  of  the  average 
of  the  market  prices  prevailing  over  a  period  of  years  does  not  con- 
form to  the  method  of  computing  inventories  in  accordance  with 
articles  1681-1586,  Regulations  45,  and  it  should  therefore  be 
quired  to  file  amended  returns. 


16-19-457. 
T.  B.  R.  48. 

The  valuation  of  inventories  upon  the  basis  of  average  cost  is 
not  in  accord  with  the  provisions  of  the  acts  of  October  3, 1913,  Sep- 
tember 8,  1916,  and  the  Revenue  Act  of  1918,  and  where  used 
amended  returns  may  be  required. 


22-19-631. 
jT.  B.  R.  65. 

The  base  stock  method  of  taking  inventories  is  not  warranted 
by  the  law  or  the  Regulations. 


2-20-668. 
A.  R.  R.  14. 

Approval   of  the  farm-price   method  of  taking  inventories,   which 
method  contemplates  vuluatlon  at  market  less  cost  of  marketing. 

The  following  rules  have  been  adopted : 

(a)  Farmers  at  their  option  may  m  valuing  closing  inventory  for 
the  year  1919  use  the  farm-price  method. 

(6)  In  the  absence  of  conditions  stated  in  paragraph  (o)  below, 
those  who  use  this  method  must  bring  in  their  opening  inventory  for 
1919  at  the  same  value  as  the  closing  inventory  for  1918  (this  being 
the  same  in  effect  as  valuing  the  opening  inventory  on  the  new  basis 
and  crediting  income  with  the  excess  valuation  brought  in).  Other- 
wise in  cases  where  certain  stock  had  been  raised,  and  under  pre- 
vious methods  of  reporting,  the  entire  cost  of  raising  had  been 
charged  for  a  number  of  years  against  income,  if  the  beginning  in- 
ventory of  the  year  in  which  the  method  is  changed  were  to  be 
adjusted  without  regard  to  these  deductions — ^that  is,  without  a 
credit  to  income  for  the  value  brought  into  the  new  opening  in- 
ventory that  was  not  in  the  closing  inventory — a  deduction  would  bo 
allowed  twice  for  the^same  item  of  cost. 
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{c)  If  the  farmer  finds  that  the  treatment  under  paragraph  (6) 
results  in  abnormally  large  income  for  the  year  1919,  by  reason  that 
certain  stock  which  was  on  hand  at  the  beginning  is  still  on  hand  at 
the  end  of  the  year,  then  adjustments  may  be  made  of  taxes,  based 
on  the  new  method  of  taking  inventories,  from  and  including  the 
year  1915  (using  for  that  year  the  same  method  as  suggested  for 
1919  above).  These  adjustments  should  not  be  in  the  form  of 
amended  returns,  but  in  the  form  of  an  adjustment  sheet  attached 
to  the  1919  return. 

3-20-680. 
A.  R.  R.  18. 

Held,  that  tobacco  companies  taking  Inventory  on  the  monthly  aver- 
age cost  method,  no  method  more  nearly  approaching  theoretical  accu- 
racy being  practically  possible,  may  continue  to  use  such  method  in 
reporting  for  income  tax. 

The  method  followed,  as  understood  by  the  Committee,  is  an  aver- 
age cost  method  and  not  an  average  cost  or  market  method.  Accord- 
ingly, if  the  market  should  be  below  the  average  cost  at  the  close  of 
a  given  year,  the  average  cost  shall  be  the  basis  of  valuation  and  not 
the  lower  market  price.  Companies  adopting  average  cost  method 
of  inventoring  for  income-tax  purposes  should  be  required  to  adhere 
to  that  method  in  future  years.    (Also  art.  1583.) 


(See  6-20-721;  sec.  1,  art.  1510.)     Inventory  value  of  stock  pur- 
chased for  Government  contracts. 


28-19-610. 
Section  203,  Article  1583 :  Inventories  at  Cost  O.  D.  826. 

Taxpayers  who  as  a  matter  of  settled  practice  do  not  deduct  cash 
discounts  from  purchases,  but  who  take  the  merchandise  purchased 
into  their  inventories  at  invoice  price  (less  trade  or  other  discounts 
other  than  strictly  cash  discounts),  carrying  the  discounts  in  a  dis- 
count account,  may  not,  in  valuing  their  closing  inventories  for 
income-tax  purposes,  deduct  from  the  invoice  price  of  the  merchan- 
dise on  hand  at  the  close  of  the  taxable  year  the  average  amount  of 
cash  discount  received  on  such  merchandise ;  neither  may  the  amount 
of  cash  discount  earned,  to  be  reported  as  income,  be  decreased  by  an 
amount  representing  the  estimated  cash  discount  received  on  mer- 
chandise on  hand  at  the  close  of  the  year. 


Section  203,  Article  1585 :  Inventories  by  Dealers  in  1-19-14. 

Securities.  '  O.  D.  8. 

A  dealer  in  securities,  as  referred  to  in  section  203,  article  1585, 
Regulations  45,  may  inventory  his  unsold  securities  on  hand  at 
the  beginning  and  end  of  the  taxable  year,  either  (a)  at  cost  or  (6) 
at  cost  or  market  value^  whichever  is  the  lower,  and  such  inventory 
may  be  taken  into  consideration  in  arriving  at  income-tax  liability. 
Where,  however,  a  taxpayer  is  not  a  dealer  in  securities,  the  market 
value  of  Liberty  loan  bonds  held  by  him  is  not  to  be  taken  into 
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consideration  as  income-tax  liability,  and  any  profit  or  loss  in  con- 
nection with  the  bonds  is  to  be  accounted  for  in  the  year  the  bonds 
are  disposed  of. 

(See  24r-19-558;  sec.  212,  art.  28.)     Inventory  not  applicable  to 
stock  sold  short. 


SECTION  204U-NET  LOSSES. 

Section  204,  Article  1601 :  Scope  of  Net  Losses. 

(See  3-19-188;  sec.  234,  art.  561.)     Application  of  section  204  in 
case  of  losses  due  to  payment  of  liquidated  damages. 


See  11-19-370:  sec.  212,  art.  26.)     Consideration  of  change  in 
accounting  perioa  in  connection  with  the  proyisions  of  section  204. 


&-20-681. 
O.D.367. 

If,  on  account  of  losses  through  floods,  a  taxpayer  sustains  a  net 
operating  business  loss  in  1919,  ne  may  file  with  his  1919  return  a 
claim  on  Form  46  to  have  such  net  loss  deducted  from  his  net  income 
for  1918  and  the  tax  for  1918  redetermined  in  accordance  with  sec- 
tion 204,  Revenue  Act  of  1918. 


(See  4^20-703:  sec.  214  (a)  4,  5,  6,  art.  141.)  Treatment  of  loss 
sustained  by  stockholder  of  two  corporations  which  failed  and  were 
liquidated. 

SECTION  211— SURTAX. 

Section  211,  Article  13:  Surtax  on  Sale  of  Mineral  Se-  8-19-176. 

posits.  T.  B.  R.  8. 

Where  individuals  transfer  property  to  a  corporation  which  later 
demonstrates  the  principal  value  of  such  property  as  oil-produc- 
ing property  "by  prospecting  or  exploration  and  discovery  work" 
and  then  dissolves,  transferring  the  property  to  the  individuals,  who 
remain  stockholders  without  change  in  interests,  and  such  stock- 
holders sell  the  property,  the  portion  of  the  surtax  attributable  to 
such  sale  is  not  limited  to  20  per  cent  of  the  selling  price  of  such 
property  or  interests  under  the  provisions  of  section  211  (b). 


9-19-337. 
O.  D.  194. 

Whe(^  trustees  of  assets  of  an  oil  company  sell  mine,  oil,  and 
gas  wells,  where  the  principal  value  of  the  property  has  been  dem- 
onstrated by  prospecting  or  exploration  and  discovery  work  done 
by  said  trustees,  section  211(b)  Revenue  Act  1918  is  applicable  in 
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computing  tax  upon  income  from  such  property  held  in  trust.  Such 
income  being4axable  to  trustees  as  an  entity  is  free  from  tax  when 
distributed  to  beneficiaries.    (Also  sec.  219,  art.  344.) 


SECTION  212— NET  INCOME  DEFINED. 

1-19-18. 
Section  212,  Article  22:  Computation  of  Net  Income.  O.  D.  9. 

Adjustments  made  in  accordance  with  instructions  from  the  Inter- 
state Commerce  Commission,  increasing  the  income  of  a  railroad 
corporation  from  transactions  in  prior  years  and  taken  up  on  the 
booKS  of  the  corporation  during  the  taxable  year  because  necessary 
information  was  not  available  prior  to  that  time,  represent  income 
for  the  years  during  which  the  transactions  took  place  instead  of  the 
taxable  year.  Corrections  should  be  made  by  means  of  amended  re- 
turns. 

3-20-682. 
A.  R.  R.  16. 

The  Committee  has  reached  the  conclusion  that  under  the  abnor- 
mal conditions  characterizing  foreign  exchange  during  the  European 
war,  the  taxpayer  may  convert  current  assets  less  current  liabilities 
payable  in  the  foreign  currency  at  the  current  rate  of  exchange  or  at 
any  rate  less  favorable  to  him.  The  Commissioner  should  consider 
in  any  case  applications  to  adopt  a  rate  more  favorable  to  the  tax- 
payer or  may  on  his  own  motion  apply  such  a  rate  where  the  facts 
in  the  particular  case  warrant  such  departure. 

This  ruling  should  apply  primarily  to  taxpayers  trading  or  manu- 
facturing in  foreign  countnes  and  should  not  be  held  to  apply  to 
isolated  or  collateral  investments  in  foreign  credits  or  securities. 


4H9-211. 
Section  212,  Article  23 :  Bases  of  Compntation.  O.  D.  133. 

A  taxpayer  who  for  manv  years  has  elected  to  take  inventory  only 
every  two  years,  and  used  an  estimated  inventory  in  the  return 
for  the  intermediate  year,  making  any  necessary  adjustments  in  the 
return  for  the  following  year  when  an  actual  mventory  was  taken, 
may  not  apportion  his  total  earnings  for  the  two  years  1917  and  1918 
equally  between  such  years  for  income  tax  purposes.  (Also  sec.  203, 
art.  1581.) 

6-19-268. 
O.  844.. 

The  rule  applicable  to  all  industries  is  that  inventories  should 
be  taken  on  the  basis  "  (a)  cost,  or  (6)  cost  or  market,  whichever  is 
lower.''  It  is  recognized  that  in  some  industries  the  actual  cost  of 
production  can  not  be  ascertained  accurately,  and  it  is  therefore 
necessary  to  approximate  a  cost  value  by  using  selling  market  prices 
as  a  starting  point  and  reducing  such  selling  market  prices  in  each 
case  by  an  amount  sufficient  to  eliminate  the  element  of  profit  This 
rule  is  applicable  to  tiie  inventories  of  farmers  and  stockmen,  and  is 
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widely  used  in  many  lines  of  industry,  notably  in  those  l^pes  of 
mining  and  manufacturing  in  which  a  product  of  more  than  one 
grade  or  more  than  one  kmd  is  obtained  by  a  common  operation. 
Under  its  application  a  result  can  be  reached  tnat  fairly  approximates 
the  inventory  basis  laid  down  in  the  Regulations  as  stated  above. 
(Also  sec.  212,  art.  24.)  

8-19-312. 
T.  D.  2873. 

Article  23,  Regulations  46,  is  modified  to  read  as  follows : 

Abt.  23.  BcLses  of  computation. — 1.  Approved  standard  methods  of  account- 
ing will  ordinarily  be  regarded  as  clearly  reflecting  income.  A  method  of  ac- 
counting will  not,  however,  be  regarded  as  clearly  reflecting  income  unless  aU 
items  of  gross  income  and  aU  deductions  are  treated  with  reasonable  consist- 
ency. (See  sec.  200  of  the  statute  for  definitions  of  "  paid,"  "  paid  or  accrued," 
and  "paid  or  incurred.")  All  items  of  gross  income  shaU  be  included  in  the 
gross  income  for  the  taxable  year  in  which  they  are  received  by  the  tax- 
payer, and  deductions  taken  accordingly,  unless  In  order  clearly  to  reflect  in- 
come such  amounts  are  to  be  properly  accounted  for  as  of  a  different  period. 
For  instance,  in  any  case  in  which  it  is  necessary  to  use  an  inventory  no  ac- 
counting in  regard  to  purchases  and  sales  wUl  correctly  reflect  income  except 
an  accrual  method.  (See  sec.  213(a)  of  the  statute.)  A  taxpayer  is  deemed  to 
have  received  items  of  gross  income  which  have  been  credited  to  or  set  apart 
for  him  without  restriction.  (See  art  53.)  On  the  other  hand,  appreciation 
in  value  of  property  is  not  even  an  accrual  of  income  to  a  taxpayer  prior  to  the 
realization  of  such  appreciation  through  conversion  of  the  property. 

2.  For  the  taxable  year  1918  the  true  income,  computed  under  the  Revenue 
Act  of  1918  and  where  the  taxpayer  keeps  books  of  account  in  accordance  with 
the  method  of  accounting  regularly  employed  in  keeping  such  books,  shall  in 
all  cases  be  entered  in  the  return,  even  though  this  results  in  apparent  omis- 
sions or  duplications  of  particular  items  of  income  or  expenses.  In  the  ordinary- 
case  such  omissions  and  duplications  are  more  apparent  than  real  and  are  likely 
to  counterbalance  one  another,  so  that  the  change  in  the  basis  of  reporting  calls 
for  no  material  adjustment  Where,  however,  the  method  previously  employed  by 
the  taxpayer  in  determining  his  income  subject  to  the  tax  is  materially  different 
from  the  method  regularly  used  by  the  taxpayer  in  keeping  his  accounts,  or 
where  for  any  reason  the  basis  of  reporting  income  subject  to  tax  is  changed, 
the  taxpayer  should  attach  to  his  return  a  separate  statement  setting  forth 
for  the  taxable  year  and  for  the  preceding  year  the  classes  of  items  differently 
treated  under  the  two  systems,  specifying  in  particular  all  amounts  duplicated 
or  entirely  omitted  as  the  result  of  such  change.  Where,  for  example,  a  tax- 
payer who,  prior  to  1918,  has  reported  on  the  so-called  receipts  ba^  is  com- 
pelled under  the  above  rule  to  report  on  the  so-called  accrual  basis,  he  should 
include  in  the  separate  statement  the  following  Information: 

First,  (a)  expenses  paid  before  the  end  of  the  taxable  year  1917,  but  not 
accrued  at  that  date;  (b)  income  accrued  at  the  end  of  the  taxable  year  1917 
but  not  received  at  that  date;  (o)  expenses  accrued  at  the  end  of  the  taxable 
year  1917  but  not  paid  at  that  date;  {d)  income  received  before  the  end  of 
the  taxable  year  1917  but  not  accrued  at  that  date ;  and 

Second,  similar  items  as  of  the  end  of  the  taxable  year  1916. 

If  In  the  opinion  of  the  Commissioner  such  information  indicates  that  the 
returns  for  any  previous  years  did  not  reflect  the  true  income  amended  returns 
for  such  years  will  be  required. 

3.  A  taxpayer  who  changes  the  method  of  accounting  employed  in  keeping 
his  books  for  the  taxable  year  1919  or  thereafter  shall,  before  computing  his 
income  upon  such  new  basis  for  purposes  of  taxation,  secure  the  consent  of 
the  Commissioner.  Application  for  permission  to  change  the  basis  of  the  re- 
turn shall  be  made  at  least  30  days  in  advance  of  the  date  of  filing  return  and 
shall  be  accompanied  by  a  statement  specifying  the  classes  of  items  differently 
treated  under  the  two  systems  and  specifying  all  amounts  which  would  be 
duplicated  or  entirely  omitted  as  a  result  of  the  proposed  change. 

4.  Bank  discounts. — ^Banks  which  in  the  past  have  treated  discounts  as  In- 
come before  it  was  actually  earned,  and  during  the  taxable  year  1918  have 
placed  the  discount  account  upon  an  accrual  basis,  will  be  required  to  submit 
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fhe  Informatloii  caned  for  in  paragraph  2  above  and  submit  an  amended  return 
for  the  taxable  year  1917,  and  will  be  permitted  to  submit  (or  the  Commis- 
sioner may  require)  amended  returns  for  all  prior  years  during  which  the 
taxi>ayer  was  subject  to  tax.  Additional  taxes  for  prior  years  found  to  be  due 
upon  such  reexamination  will  be  paid  upon  the  basis  of  the  amended  returns  in 
the  ordinary  way.  Where  it  appears  that  prior  taxes  have  been  paid  in  excess 
of  the  amoimt  properly  due,  such  excess  will,  to  the  extent  possible,  be  credited 
against  future  income  and  profits  taxes  under  the  provisions  of  section  252  of 
the  Revenue  Act  of  1918. 


23-19-541. 
O.  D.  289. 

After  the  year  1918  taxpayers  will  not  be  permitted  to  adopt  one 
period  for  inventorying  and  closing  their  books  applicable  to  one 
part  of  their  business  and  a  different  period  applicable  to  another 
part  thereof. 

24-19-558. 
S.  1179. 

Where  a  taxpayer  has  "borrowed''  stock  in  order  to  make  a 
"  short  sale  "  the  gain  or  loss  arising  from  such  transaction  can  not 
be  accrued  upon  the  books  of  the  taxpayer  at  the  close  of  his  taxable 
year  by  treating  as  an  offsetting  obligation  the  market  value  of  the 
stock  sold  "short"  as  of  that  date;  the  gain  or  loss  is  determined 
when  the  amount  of  stock  sold  "  short "  is  repurchased  for  return  to 
the  lender  and  the  transaction  closed.  (Also  sec.  202,  art.  1561 ;  sec. 
203,  art.  1585 ;  sec.  214,  art.  144.) 


2-20-669. 
A.  R.  M.  16. 

If,  in  pursuance  of  a  contract,  a  vendee  corporation  agrees  to  pay 
the  income  and  excess-profits  taxes  on  profits  arising  out  of  the  sales 
returned  by  the  vendor  corporation  on  a  calendar  year  basis,  the 
vendee  corporation  may,*if  it  reports  on  an  accrual  basis  for  a  fiscal 
year  ending  within  the  calendar  year,  submit  an  amended  return 
m  which  the  extent  of  the  accrual  of  such  taxes  in  such  fiscal  year  is 
deducted  from  income.  If,  however,  such  contracts  are  regularly 
entered  into  by  the  vendee  corporation  as  a  consistent  practice,  the 
vendee  corporation  should  be  allowed  the  deduction  as  for  the  year 
in  which  the  taxes  are  paid  or  determined,  unless  gross  distortion  of 
income,  as  between  years,  results. 

The  vendor  corporation,  under  the  circumstances  given,  reports  the 
amount  of  taxes  as  income  for  the  year  for  which  payment  is  made. 
(Also  sec.  213  (a),  art.  31;  sec.  214  (a)  1,  art.  101.) 


(See  2-20-674:  sec.  214  (a)  10,  art.  202.)  Depletion  deductions 
when  a  taxpayers  returns  are  made  on  a  basis  of  cash  receipts  and 
disbursements  and  he  receives  in  one  year  royalties  which  have 
accrued  over  a  number  of  years. 


7-20-738. 
S.  1312. 

Where  an  individual  is  employed  as  an  agent  for  a  firm  and  under 
his  contract  is  to  receive  as  compensation  60  per  cent  of  the  profits 
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of  the  agency  which  may  be  appropriated  by  him  monthly  as  earned, 
the  amount  actually  appropriated  constitutes  income  of  me  agent  for 
the  year  in  which  appropriated. 


5^-19-146. 
Section  212,  Article  25 :  Acconnting  Period.  O.  D.  100. 

An  act,  passed  in  1918  by  the  Maryland  Legislature,  requires 
public-service  corporations  to  keep  their  accounts  on  a  calendar-year 
basis.  Such  corporations  which  have  been  filing  Federal  income-tax 
returns  on  a  fiscal-year  basis  must  file  their  1918  returns  on  a 
calendar-year  basis  (according  to  their  accoimting  period),  for  the 
full  calendar  year,  and  compute  the  tax  at  1918  rates.  Credit  will  be 
allowed  against  such  total  tax  for  the  proportionate  part  of  the  tax 
for  the  previous  fiscal-year  return  appncable  to  1918. 


8-20-749. 
O.D.404. 

A  newly  organized  corporation  may  file  its  income  and  profits  tax 
returns  on  a  nscal  year  Imsis  without  applying  to  the  Conmiissioner 
for  permission  to  do  so,  provided  such  oasis  is  definitely  established 
and  the  books  are  kept  in  accordance  therewith  prior  to  the  close  of 
the  first  fiscal  year. 

1-19-19. 
Section  212,  Article  26 :  Change  in  Acoounting  Period.  O.  D.  10. 

A  taxpayer  who,  during  1918,  has  given  notice  according  to 
the  statute  and  regulations  m  effect  at  that  time  of  a  change  from  a 
fiscal  to  a  calendar  year  basis  for  filing  returns  may,  notwithstand- 
ing articles  25  and  26  of  Regulations  45,  file  a  return  for  the  period 
from  the  close  of  his  fiscal  year  to  the  end  of  the  calendar  year. 


10-19-355. 

O.D.205. 

For  the  purpose  of  giving  notice  of  change  in  accounting  period 

as   prescribed  in   article  26,   Regulations   45,   "due   date'    means 

the  original  due  date  of  the  return  and  not  the  date  on  which  the 

return  should  be  filed  in  case  an  extension  of  time  is  granted. 


11-19-570. 
T.  B.  R.  37. 

A  taxpayer  having  made  a  return  upon  the  basis  of  the  busi- 
ness year  best  adapted  to  reflect  his  true  income  should  not  be  per- 
mitted to  depart  rrom  that  return  year. 


SECTION  218(a)— GROSS  INCOME  DEFINED:  INCLUSIONS. 

Section  213(a),  Article  31:  What  Included  in  OroM  1-19-21. 

Income.  S.  957. 

Money  recovered  as  damages  in  libel  proceedings  is  subject  to 
income  tax. 
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1-1&-23. 

O.  D.  11. 

A  person  in  the  Bervice  of  the  American  Bed  Cross  receiving  main- 
tenance but  no  pay  should  return  as  income  any  excess  of  the  amoimt 
received  for  maintenance  over  his  actual  living  expenses. 


1-1&-24. 
O.  D.  12. 

CompMsnsation  of  teachers  of  the  Territory  of  Hawaii  is  sub- 
ject to  income  tax  under  section  218(a)* 


1-19-25. 
O.  D.  18. 

Profit  on  ^qods  sold  by  a  consignee  is  income  to  the  consignor 
for  the  year  m  which  the  sales  are  made,  even  though  the  consignor 
received  no  notification  of  sale  until  a  subsequent  year.  If  reported 
otherwise,  amended  returns  should  be  filed. 


1-19-26. 
O.  D.  14. 

If  a  taxpayer  receives,  through  mistake,  an  amount  in  pay- 
ment of  a  contract  in  excess  of  the  amount  agreed  upon  in  the  con- 
tract, the  excess  is  not  taxable  income.  It  is  in  the  nature  of  a  liability 
to  the  party  with  whom  the  contract  was  made. 


1-19-28. 
O.  D.  16. 

Interest  received  by  a  bank  on  loans  to  subscribers  for  Liberty 
bonds  is  not  interest  received  on  obligations  of  the  United  States,  and 
is  dierefore  subject  to  tax.    (See  sec.  218  (b),  art.  77.) 


1-19^1. 

O.  D.  19. 

Commissions  advanced  in  payment  for  services  of  an  advertis* 
ing  solicitor  should  be  reported  as  gross  income  for  the  taxable 
year  in  which  received.  Any  portion  of  the  commissions  thus  re- 
ceived, which  are  paid  back,  owmg  to  failure  of  payment  for  adver- 
tising, may  be  deducted  as  a  loss  for  the  year  in  which  payments  are 
returned.    (See  sec.  214.) 

1-19-82. 
O.  D.  20. 
The  term  "  State  **  as  used  in  the  income  tax  laws  refers  only  to 
the  States  composing  the  United  States.  Therefore,  income  de- 
rived by  an  American  citizen  from  a  forei^  Government  is  not 
exempt  from  tax  and  should  be  included  in  his  return  of  annual  net 
income. 

1-19-88. 

O.  D.  21. 

Income  received  by  an  individual  or  corporation  due  to  selling 

war-saving  stamps  at  the  appreciated  value  should  be  reported  as 

income  for  the  year  in  whicn  the  sales  were  consunmiated. 
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1-19-38. 

O.  D.  26. 

The  amount  which  a  plaintiff  should  report  as  income  or  a  de- 
fendant may  deduct  as  an  expense  in  the  case  of  an  award  for 
damages  on  account  of  patent  infringement  is  not  affected  by  the 
amount  of  Federal  taxes  which  have  been  paid  by  the  defendant. 
The  amoimt  to  be  reported  or  deducted  is  the  total  amount  awarded 
by  the  courts.     (Also  sec.  214  (a)  1,  art.  111.) 


(See  8-1&-831;  sec.  233,  art.  641.)  Taxability  of  interest  received 
by  banks  on  loans  made  to  customers  on  account  of  Liberty  bonds 
purchased  for  them.  ' 

9-19-338. 
O.  D.  195. 

A  witness  summoned  by  a  State  attorney  to  give  testimony 
is  not  an  employee  of  the  State.  Fees  received  by  such  witness  are 
therefore  subject  to  taxation.    (Also  sec.  213  (b),  art.  85.) 


(See  10-19-360;  sec.  225,  art.  421.)    Income  from  trust  received  by 
beneficiary  who  is  also  trustee. 


(See  11-19-376;  sec.  213  (b),  art.  86.)    Taxability  of  compensation 
received  by  a  person  in  military  service  from  the  Spruce  Division. 


12-19-398. 
T.  B.  R.  42. 

Amounts  legally  declared  and  paid  as  dividends  become  part 
of  the  gross  income  of  the  stockholders.  In  the  absence  of  any  liabil- 
ity on  the  part  of  the  stockholders  to  repay  such  amounts  to  the  cor- 
poration, voluntary  repayment  does  not  change  the  character  as  gross 
income,  and  does  not  warrant  the  exclusion  of  such  dividends  rrom 
the  gross  income  of  the  stockholders  for  the  year  in  which  paid. 
(Also  sec.  201,  art.  1641.) 

13-19-416. 
O.  D.  238. 

The  difference  between  the  face  value  at  maturity  and  the  pur- 
chase price  of  noninterest-bearing  warrants  issued  by  a  sulbdi- 
yision  of  a  State  and  purchased  at  a  discount  is  discount  rather  than 
interest  and  is  subject  to  tax. 


(See  20-19-502;  sec.  201,  art.  1541.)  Dividends  illegally  declared 
and  later  repaid  to  the  corporation.  (See  also  12-19-398;  sec  213, 
art.  31.) 
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(See  21-19-520;  sec.  201,  art.  1541.)  Tax  liabUity  of  domestic  cor- 
poration under  Eevenue  Act  of  1917  on  dividends  received  from  a 
foreign  corporation  having  no  income  from  sources  within  the 
United  States. 

25-19-581. 
A,.  jK.  xv.  1. 
Profits  actually  realized  through  the  sale  of  property  are  not 
exempt  from  tax  because  the  sale  was  involuntary. 


(See  2-20-669:  sec.  212,  art.  28^  Amount  to  be  included  in  gross 
income  by  a  vendor  when,  accordmg  to  contract,  a  vendee  pays  Fed- 
eral income  and  excess-profits  taxes  on  profits  on  sales  made  by  the 
vendor  to  the  vendee. 


Section  213(a),  Article  32:  Compensation  for  Personal  1-19-27. 

Services.  O.  D.  15. 

Compensation  received  by  Federal  reserve  agents  and  their 
assistants,  as  well  as  other  employees  of  Federal  reserve  banks,  is 
subject  to  the  income  tax. 

8-19-178. 
T.  B.  R.  12. 

Where  the  compensation  of  a  receiver,  trustee,  or  similar  fidu- 
ciaiT  is  awarded  or  paid  at  the  conclusion  of  the  trust,  it  is  presumed, 
in  the  absence  of  satisfactory  evidence  to  the  contrary,  that  it  did 
not  accrue  during  the  course  of  the  trust,  and  it  is  accordingly  tax- 
able as  income  of  the  year  when  awarded  or  paid. 

Where  it  is  understood  at  the  beginning  of  the  trust  that  the 
amount  of  the  compensation  is  not  to  be  determined  until  its  con- 
clusion, and  this  understanding  is  adhered  to  during  the  course  of 
the  trust  and  no  payments  are  made  on  accoimt  of  such  compensation, 
this  presumption  becomes  conclusive. 


2-20-670. 
O.  D.  361. 

Retiring  allowances  made  to  teachers  or  to  widows  of  teachers  by 
the  Carnegie  Foundation  for  the  Advancement  of  Teaching  consti- 
tute taxable  income.    (See  O.  560.) 


4-20-700. 
0. 980. 

Where  an  executor  receives  a  bequest  conditioned  upon  his  con- 
tinuous performance  of  duties  as  an  executor,  such  a  bequest  is 
deemed  to  be  compensation  for  his  services^  although  it  is  expressly 
additional  to  the  executor's  legal  conunissions.  (Also  sec.  213(b), 
art.  73.) 

leTSSO**— 20 3 
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Section  213(a),  Article  38:  Compensation  Paid  Otiier  18-19-475. 

than  in  Cash.  •       O.  D.  265. 

Board  and  lodging  furnished  seamen  in  addition  to  their  cash 
compensation  is  hela  to  be  supplied  for  the  convenience  of  the  em- 
ployer and  the  value  thereof  is  not  required  to  be  reported  in  such 
employees'  income  tax  returns. 

1-20-666. 
0.962. 
An  inventor  formed  a  company  and  issued  stock  based  on  his 
invention.  The  market  value  of  the  stock  when  issued  was  unknown. 
Subsequently  he  proceeded  to  establish  a  market  for  the  stock,  re- 
ceiving as  compensation  shares  of  the  company's  stock,  which  stock 
he  sold  shortly  afterwards  in  the  open  market  at  more  than  par  value. 
The  stock  received  by  the  inventor  as  compensation  is  mcome  to 
him  to  the  extent  of  its  market  value  at  the  time  when  received. 
The  amount  received  for  the  stock  when  sold,  in  excess  of  the  stated 
par  value,  may  reasonably  be  attributed  to  the  inventor's  efforts  at 
publicity  and  the  market  value  of  the  stock  when  received,  considered 
equal  to  its  par  value.    (Also  sec.  202,  art^  1661.) 


Section  218(a),  Article  85 :  Oross  Income  from  Businesi. 

(See  28-19-610;  sec.  203,  art.  1583.)    Treatment  of  cash  discounts 
on  purchases  in  connection  with  valuation  of  inventories^ 


Section  218 (a),  Article  88:  Gross  Income  of  Farmers. 

(See  6-19-268;  sec  212,  art  23.)    Inventory  of  farmers. 


18-19-476. 
O.  D.  266. 

The  use  of  Form  1040  F  is  optional,  since  it  is  designed  merelj 
to  assist  farmers  in  computing  their  net  income.  Therefore,  it  is 
unnecessary  to  file  same  where  the  taxpayer  has  made  return  and 
paid  the  taxes  due. 

19-19-495. 
Section  213(a),  Article  39 :  Sale  of  Stock  and  Bights.  T.  B.  M.  73. 

Where  a  taxpayer  who  has  the  right  to  subscribe  for  additional 
stock  in  a  corporation  sells  his  right  to  subscribe  for  such  addi- 
tional stock,  the  entire  sum  received  by  the  taxpayer  as  the  pro- 
ceeds of  the  sale  of  such  rights  to  subscribe  for  stock  should  be  in- 
cluded in  his  gross  income  for  the  taxable  year  1916. 


1—19-22. 
Section  213(a),  Article  41:  Sale  of  Good  WiU.  O.  791. 

ContenoLporary  sale  of  stock  held  to  be  of  greater  weight  in 
determining  value  of  a  corporation's  assets,  including  good  will,  as 
of  March  1, 1913,  than  values  based  on  appraisal. 


IKOOME  TAX  DIGESTS.  35 

Section  213  (a)  ^  Article  42:  Sale  of  Personal  Property  on  1-19-35, 

Installment  Plan.  O.  D.  23. 

A  corporation  doing  business  on  both  a  cash  and  installment 
basis  should  report  profits  on  the  installment  sales  on  the  iDasis  out- 
lined in  Treasury  Decision  2707,  and  article  42  of  Regulations  45. 
The  cash  sales,  each  of  which  represents  a  completed  and  closed  trans- 
action, should  be  reported  separately;  that  is,  the  entire  profits  de- 
rived from  every  cash  sale  must  be  reported  as  income  in  the  return 
for  the  year  in  which  the  sale  was  made. 


I 
1-19-36. 


O.  D.  24. 

A  corporation,  which  has  heretofore  been  treating  all  install-  j 

ment  sales  as  completed  transactions  and  desires  to  change  its 
method  to  that  of  treating  "  as  deferred  profit "  the  amount  of  profit 
on  unpaid  installment  sales  standing  on  its  books  December  31, 1918, 
is  permitted  to  change,  but  this  office  will  not  approve  a  change 
merely  because  the  tazpaver  will  derive  an  advantage  from  decreased 
tax  liability.  When  a  change  is  approved  the  taxpayer  will  be  re- 
quired to  adhere  to  it  in  his  returns  for  subsequent  years  and  the  ! 
first  return  made  under  the  changed  method  should  be  accompanied 
by  a  letter  of  explanation.  C.  O.  D.  and  "  will  call "  sales  should  be 
included  in  the  inventory  at  the  close  of  the  year,  if  the  merchandise 
has  not  been  actually  shipped  to  the  customers,  unless  such  mer- 
chandise has  been  included  in  sales  of  the  taxable  year,  in  which  case 
it  should  be  excluded  from  inventory. 


1-19-37. 
O.  D.  25. 

If  books  have  been  30  kept  that  the  cost  of  each  article  sold  was 
not  shown,  gross  profit  may  be  determined  by  taking  the  average 
percentage  of  gross  profit  on  gross  sales.  If  several  different  lines 
of  merchandise  are  handled  on  which  the  average  percentages  of 
profit  differ,  the  gross  profit  on  total  sales  of  each  different  class  of 
merchandise  should  be  computed  separately. 


4-19-212. 
O.  D.  134. 

If  the  principal  stockholder  of  a  corporation  sells  stock  to  em- 
ployees of  the  company  for  consideration  of  10  per  cent  cash  and 
the  balance  in  installment  payments  secured  by  notes  covering  a 
period  of  10  years,  that  proportion  of  each  installment  payment  re- 
ceived during  the  taxable  year  which  the  gross  profit  to  be  realized 
bears  to  the  gross  contract  price  should  be  reported  as  income  for 
year  during  which  installment  payments  were  received. 


8-19-313. 
T.  B.  R.  24. 

In  accordance  with  provisions  of  article  42  of  Regulations  45 
the  first  step  to  be  taken  by  a  taxpayer  engaged  in  merchandising 
upon  the  installment  plan  who  has  heretofore  made  returns  upon 
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the  basis  of  treating  the  profit  upon  installment  sales  as  realized  as  at 
the  date  of  sale  and  now  wishes  to  change  to  the  basis  of  reporting 
the  profit  as  being  realized  as  at  the  date  of  collection  of  the  out- 
standing accounts  is  to  prepare  and  file  as  part  of  his  return  an 
amended  balance  sheet  as  at  the  date  of  tiie  beginning  of  the  taxable 
year,  in  which  there  shall  be  excluded  from  the  surplus  the  unrealized 
gross  profits  upon  the  outstanding  installment  sales  contracts  at  that 
date.  Such  amended  balance  sheet  would  be  in  substantially  the 
following  form : 

xnce  sheet  as  at  opening  of  fiscal  year. 

Assets. 

Plant  and  equipment $ 

Less  depreciation 

$ 

Ourrent  assets : 

Merchandise  as  per  Inventory 

Installment  sales  contracts 

Notes  receivable 

Accounts  receivable 

Cash 


Deferred  debit  Items : 

Insurance  premiums  paid  In  advance. 
Other  Items 


Total  assets x    . 

Liabilities. 

Capital  stock  (or  Individual's  or  partner's  capital) $. 

Mortgage  Indebtedness . 

Current  UablUtles  : 

Bills  payable $ 

Accounts  payable 

Wages  or  other  accrued  Items 


Deferred  credit  Items : 

Unrealized  gross  profits  upon  Installment  sales 

contracts 

Surplus 


Total  liabilities. 


As  from  the  beginning  of  the  taxable  year  the  following  accounts 
should  be  set  up : 

(a)  Goods  vuTcJiased^  which  will  be  charged  with  the  amount  of 
inventory  of  tlie  goods  on  hand  at  the  beginning  of  the  taxable  year 
and  with  the  expenditures  for  goods  purchased  during  the  year. 

(6)  Goods  sold  (cost  value),  which  wiU  be  credited  with  the  cost 
value  of  all  goods  sold  during  the  year. 

(o)  Installment  sales  contracts^  which  will  be  charged  with  the 
amount  of  the  outstanding  installment  sales  contracts  at  the  begin- 
ning of  the  year  and  with  the  amount  of  installment  sales  contracts 
made  during  the  year.  This  account  will  be  credited  with  all  cash 
collected  during  tne  year  upon  installment  sales  contracts  and  with 
the  unpaid  installments  of  defaulted  or  canceled  contracts. 

{d)  Unrealized  gross  profits  on  installment  sales  contracts^  which 
will  be  credited  with  the  amount  of  unrealized  gross  profit  upon  the 
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outstanding  installment  sales  contracts  at  the  beginnings  of  the  year 
and  with  the  amount  of  such  unrealized  gross  profit  upon  installment 
sales  contracts  made  during  the  year.  This  amount  will  be  computed 
upon  the  basis  of  the  total  installment  sales  contracts  reduced  by  the 
cost  or  inventory  value  of  the  goods  covered  by  the  contracts,  the 
remaining  balance  being  the  amoimt  of  the  unrealized  gross  profits. 

(e)  Realized  prcftts  on  installment  sales  contracts^  which  will  be 
credited  from  month  to  month,  or  at  least  at  the  end  of  the  year, 
with  the  profits  realized  by  collection  upon  installment  sales  con- 
tracts. Such  profits  should  be  computed  by  taking  the  same  per- 
centage of  the  total  cash  collections  upon  installment  sales  contracts 
during  the  period  as  the  total  unrealized  profits  on  installment  sales 
contracts  bears  to  the  total  installment  sales  during  the  same  year. 
Corresponding  debits  should  be  made  to  unrealized  gross  profits  on 
installment  sales  contracts.  Any  necessary  corrections  to  produce  a 
more  accurate  result  can  be  made  as  at  the  end  of  the  fiscal  year. 


23-19-642. 
O.  D.  290. 

Where  the  stockholders  of  a  corporation  sell  their  shares  in  the 
corporation  for  a  price  in  excess  of  cost  and  receive  a  cash  payment 
not  in  excess  of  20  per  cent  of  the  total  price,  the  purchasers  agreeing 
to  pay  the  balance  in  a  number  of  semiannual  installments  and  deposit 
collateral  with  trustees  as  security  for  the  f aitiiful  performance  of  the 
contract,  the  transaction  is  not  an  installment  sale  within  the  meaning 
of  article  42,  Kegulations  45.  The  entire  consideration  involved  in 
the  sale  must  be  treated  as  the  equivalent  of  cash  in  the  year  when 
the  sale  is  consummated. 

12-19-399. 
Section  213  (a) ,  Article  43 :  Sale  of  Eeal  Estate  in  Lots.  O.  D.  226. 

Where  building  lots  contained  in  a  given  tract  of  land  are  sold 
before  the  contemplated  development  work  is  completed,  the  profit 
realized  should  be  determined  on  the  basis  of  the  cost  of  the  land,  or 
its  fair  market  value  on  March  1, 1913,  if  acquired  prior  to  that  date, 
plus  actual  and  estimated  future  expenditures  for  tne  development  oi 
the  property  in  accordance  with  the  contract  of  sale. 


Section  213(a),  Article  44:  Sale  of  Eeal  Estate  Involv-  8-19-314. 

ing  Deferred  Payments.  O.  D.  181. 

In  the  case  of  real  estate  sales  involving  deferred  payments, 
even  though  substantial  first  payment  is  made,  if  the  notes  given  by 
buyers  of  real  estate  can  not  be  discounted  nor  sold  on  account  of 
lack  of  credit  of  the  buyers,  such  notes  need  not  be  regarded  as  the 
equivalent  of  cash,  and  the  vendors  may  report  as  their  income  from 
the  proposed  transaction  for  each  year  only  the  proportion  of  each 
payment  actually  received  in  that  year  which  the  gross  profit  to  be 
realized  when  the  property  is  paid  for  bears  to  the  gross  contract 
price. 
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Section  213  (a)  ^  Article  47:  Annnitiea  and  Insurance  7-19-289. 

PoUcics.  O.  D.  170. 

An  individual  who  receives  income  from  an  annuity  which  has 
been  purchased  for  his  benefit  by  another  person  is  not  liable  for  a 
tax  thereon  until  the  payments  received  under  the  terms  of  the  annu- 
ity have  equaled  the  amount  paid  or  set  aside  to  purchase  or  establish 
same. 

4-20-701. 
O.  D.  379. 

The  basis  for  ascertaining  the  taxable  income  resulting  from  the 
disposition  of  a  life  insurance  policy  acquired  prior  to  March  1, 
1913,  where  the  insured  transfers  the  policy  to  some  one  other  than 
the  insurance  company,  which  wrote  the  policjr,  is  the  cash  surrender 
value  of  the  policy  as  at  March  1,  1913.  However,  if  the  insured 
surrenders  his  policy  and  all  his  rights  thereunder  to  the  insurance 
company,  which  wrote  the  policy,  the  aggregate  amount  of  the 
premiums  paid  during  tiie  period  the  policy  was  held,  or  the  cash 
surrender  value  of  the  policy  as  at  Marcn  1,  1913,  whichever  is 
greater  in  amount,  is  to  be  taken  as  the  basis  in  computing  the  tax- 
able income  derived  by  the  insured. 


Section  213  (a),  Article  48:  Bent  and  royalties. 

(See  3-20-689;  sec.  214  (a)  3,  art.  133.)     Assessments  for  local 
benefits  paid  by  tenant  for  landlord. 


Section  213(a),  Articles  49  and  50:  Compensation  for  16-19-443. 

Loss.  T.  B.  M.  61. 

Where  a  taxpayer  elects  to  replace  a  vessel  by  one  somewhat 
larger,  so  long  as  the  general  tvpe  of  the  boat  is  the  same  as  the  boat 
lost  or  destroyed,  it  may  fairly  be  taken  as  a  replacement  in  kind 
within  the  meaning  of  article  49  of  Begulations  45,  in  so  far  as  it 
equals  the  tonnage  of  the  original  vessel.  There  should  be  charged 
against  the  replacement  fund  only  such  portion  of  the  cost  of  the  new 
vessel  as  would  represent  the  cost  of  a  boat  of  the  carrying  capacity 
of  the  old  vessel,  with  allowance  for  depreciation.  The  period 
during  which  the  replacement  fund  may  be  maintained  may  prop- 
erly be  limited  to  one  year  with  the  privilege  of  the  taxpayer  to 
apply  at  the  end  thereof  for  a  further  extension  of  time. 


Section  213(a),  Article  50:  Beplacement  Fund  for  12-19-400. 

Loss.  T.  B.  E.  41. 

Where  the  Government  having  requisitioned  vessels  from  a  tax- 
payer for  use  in  the  war,  returns  the  same  vessels  in  an  unfit  condition 
for  their  former  use,  giving  the  taxpayer  a  sum  of  mouOT  in  lieu  of 
restoration,  the  vessels  are  deemd  to  be  substantially  different  prop- 
erty from  that  taken  from  the  taxpayer,  and  the  taxpayer  may  elect 
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to  sell  the  vessels  returned  and  place  the  proceeds,  together  with  the 
money  paid  him  in  lieu  of  restoration,  in  a  leplaoement  fund  estab- 
li^ed  under  Articles  49  and  60,  Regulations  ^'^ 


20-lft-5(M. 
0. 914. 

Where  the  owner  of  a  requisitioned  tug  uses  the  proceeds  to 
buy  barges,  this  is  not  a  replacement  in  kind  as  to  come  within  the 
provisions  of  articles  49  and  50  of  Begulations  46. 


Section  213(a),  Article  52:  When  Included  in  Oross  Income. 

(See  1-19-18;  sec.  212,  art.  22.)  Profit  and  loss  adjustments  for 
prior  years,  made  during  the  taxable  year  under  instructions  from 
the  Interstate  Commerce  Commission. 


2-19-140. 
O.  D.  97. 

The  date  of  payment  rather  than  date  of  receipt  is  the  govern- 
ing factor  in  determining  when  a  dividend  should  be  treated  as  tax- 
able income  to  the  recipient.  Consequently  a  dividend  paid  in  Mis- 
souri and  received  there  by  stockholders  December  30,  1917,  but 
not  received  by  stockholders  in  California  until  January,  1918,  will 
be  taxable  at  1917  rates  to  the  California  stockholders.  (Also  sec. 
201,  art.  1541.) 

2-19-141. 
S.  971. 

Money  and  other  property  received  in  1916  by  a  stockholder  in 
the  distribution  of  the  capital  and  surplus  of  a  corporation  in 
process  of  dissolution,  of  value  in  excess  of  the  price  paid  by  him 
tor  his  stock  or  of  its  fair  market  value  on  March  1,  1918.  if  he 
acquired  it  before  that  date,  is  income  to  the  stockholder  tor  the 
year  1916. 

21-19-528. 
O.  D.  282. 

When  property  is  sold  by  individuals  who  are  under  agreement 
to  incorporate  at  a  later  date,  the  proceeds  of  the  sale  being  placed  on 
dei>osit  in  a  bank  in  escrow  under  the  condition  that  the  sale  must  be 
ratified  by  the  directors  of  the  corporation  when  organized,  income 
accrues  to  the  corporation  at  the  time  when  the  sale  is  ratified  and 
the  funds  in  escrow  are  made  available  to  the  company.  (Also  sec. 
233,  art.  541.) 

30-19-635. 
O. D.  848 

Where  the  assets  of  a  corporation  in  process  of  liquidation  are 
being  disposed  of,  the  proceeds  being  distributed  to  the  stockholders 
in  installments,  and  it  is  not  known  what  the  total  proceeds  will  be, 
and  consequently  the  amount  of  profit  to  the  stockholders  can  not 
be  definitely  determined,  a  stockholder  diould  return  no  portion  of 
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the  installment  payments  as  income  until  the  amount  actually  re^ 
ceived  exceeds  the  cost  of  the  stock  to  him,  or  its  fair  market  value 
as  at  March  1, 1918,  if  acquired  prior  to  that  date.  However,  if  the 
corporation  enters  into  a  contract  for  the  sale  of  its  assets  at  a  stipu- 
lated price,  the  purchaser  making  payment  in  installments,  the  por- 
tion of  each  liquidating  payment  to  the  stockholder  representing 
profit  is  determinable  and  should  be  returned  as  income  for  the  year 
during  which  received. 

2-20-671. 
A.  R  K.  13. 

Pursuant  to  a  contract  to  sell  real  estate,  executed  in  1917,  at  which 
time  a  small  cash  consideration  was  paid,  delivery  of  the  deed  and 
transfer  of  possession  took  place  in  1918,  in  which  year  a  substan- 
tial payment  was  made  and  notes  secured  by  mortgage  for  the  unpaid 
balance  were  ffiven. 

Held  that  the  vendor  should  report  the  profit  realized  from  the 
transaction  as  gross  income  for  1918,  and  that  the  small  advance 
payment  made  in  1917  should  be  treated  as  a  return  of  capital, 
since  it  was  less  than  the  cost  of  the  property  to  the  vendor  and 
did  not,  therefore,  constitute  taxable  income  for  1917. 


a-2(M83. 
T.  D.  2960. 

Jackson  i?.  Smietanka  (U.  S.  District  Court,  Dec.  — ,  1919). 

A  taxpayer  who  keeps  no  books  of  account,  and  to  whom  is  paid 
upon  the  termination  of  services  extending  over  a  period  of  years, 
a  lump  sum  in  amount  not  pr^iously  agreed  upon,  as  compensation 
for  such  services,  must  return  as  income  in  the  year  in  which  received 
the  entire  amount  so  paid  him,  even  when  such  payment  is  accom- 
panied by  a  statement  proportioning  the  compensation  over  the 
years  in  which  the  services  were  rendered. 


6-20-725. 
S.  1315. 

INCOME    TAX — SECTION    II,    PAR.   B,   ACT    OF    OCTOBER    8,    1913;    SECTION 

2   (a)  ACT  OF  SEPTEMBER  8,  1916. 

Where  a  sale  is  made  and  because  of  claimants  for  commissions 
the  seller  is  required  by  the  purchaser  to  put  a  certain  part  of  the 
purchase  price  in  escrow,  and  thereafter  certain  claimants  are  paid 
directly  out  of  said  funds  in  escrow,  the  seller  is  not  liable  for  income 
tax  upon  any  part  of  the  purchase  price  in  escrow  until  actually 
received  by  him. 

8-20-750. 
S.  1335. 

The  award  in  the  year  1918  by  a  Board  of  Arbitration  of  4aj  dollars 
to  the  A  Company  on  its  uniicjuidated  claim  to  a  portion  of  the 
proceeds  arising  out  of  transactions  which  took  place  in  1917,  is  in- 
come to  the  corporation  for  the  year  1918  rather  than  1917. 
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&-20-751. 
0. 988. 

No  realization  of  gain  or  loss  arises  from  a  mere  contract  to  sell 
real  estate  in  the  future.  The  sale  is  held  to  occur  at  the  time  a 
deed  passes  or  at  the  time  possession  and  the  burdens  and  benefits 
of  ownership  are  from  a  practical  standpoint  transferred  to  the 
buyer,  whichever  occurs  first.  Payments  made  prior  to  the  sale  are 
to  be  applied  in  reduction  of  cost  so  far  as  they  do  not  exceed  cost ; 
being  treated  as  income  to  the  extent,  if  any,  to  which  cost  is  ex- 
ceeded. 

Section  213(a),  Article  54:  Examples  of  Constructive  20-19-505. 

Beceipt.  0. 912. 

The  'donation  by  assignment  of  partnership  profits  to  be  earned 
in  the  future  does  not  exempt  such  profits,  when  determined, 
from  taxation  as  a  part  of  the  individual  income  of  the  donor.  (Also 
sec.  218,  art.  322.) 

SECTION  213(b)— GROSS  INCOME  DEFINED:  EXCLUSIONS. 

Section  213(b),  Article  71 :  What  Excluded  from  Gross  1-19-48. 

Income.  O.  D.  36. 

Money  received  by  naval  attaches  to  be  expended  by  them 
for  entertaining  and  exceptional  purposes  caused  by  reason  of  their 
duties  is  not  suDJect  to  tax  and  need  not  be  included  in  any  income 
tax  return  such  officers  may  be  required  to  render,  if  expended  solely 
in  connection  with  their  official  duties  and  no  part  of  same  is  diverted 
for  personal  use  or  expenses. 


3-19-180. 
O.  D.  119. 

A  clergyman  is  not  liable  for  any  income  tax  on  the  amount 
received  by  him  during  the  year  from  the  parish  of  which  he  is  in 
charge,  provided  that  he  turns  over  to  the  religious  order  of  which 
he  is  a  member  all  the  money  received  in  excess  of  his  actual  living 
expenses,  on  account  of  the  vow  of  poverty  which  he  has  taken. 

Members  of  religious  orders  are  subject  to  tax  upon  taxable  in- 
come, if  any,  received  by  them  individually,  but  are  not  subject  to 
tax  on  income  received  by  them  merely  as  agents  of  the  orders  of 
which  they  are  members. 


&-19-270. 
Section  213(b),  Article  72:  Proceeds  of  Insurance.  T.  B.  E.  22. 

The  term  "individual  beneficiary,"  as  used  in  section  213(b)  1, 
Revenue  Act  of  1918,  is  held  to  include  a  i>artnership  beneficiary. 
Accordingly  a  partnership  is  not  required  to  include  in  gross  income 
the  proceeds  of  life  insurance  policies  paid  to  it  upon  the  death  of  the 
insured.     (Also  sec.  218,  art.  821.) 
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7-19-290. 

Section  218(b),  Article  73 :  Gifts  and  Beqneits.  S.  1022. 

The  following  rules  should  be  followed  by  the  Bureau  of  Internal 

Revenue  in  distinguishing  a  case  of  an  actual  gift  and  a  case  of  a 

merely  colorable  ^ft: 

(a)  Where  It  appears  that  the  owner  of  property  has  purported  to  transfer  it 
without  consideration  to  a  member  of  his  own  family,  or  to  any  other  person 
with  whom  he  is  in  confidential  relations,  and  that  shortbr  thereafter  a  profit- 
able sale  of  the  security  or  proper^  so  transferred  has  occurred,  such  facts  con« 
stitute  prima  facie  evidence  that  the  purported  gift  was  not  an  actual  gift  and 
that  the  transfer  was,  in  fact,  merely  colorable.  In  such  case  the  so-caUed  gift 
should  be  ignored  in  calculating  tax,  and  the  case  should  be  inyestigated  for 
evidence  on  which  a  charge*  of  fraud  could  be  supported  in  a  contest. 

(b)  The  prima  facie  case  made  out  by  the  facts  mentioned  in  the  preceding 
paragraph  may  be  rebutted  by  proof  which  estabUshes  that  it  was  not  a  trans- 
action primarUy  for  the  advantage  of  the  donor,  and  that  there  was  no  agree- 
ment or  understanding,  tadt  or  otherwise,  that  the  donor  was  to  receive  back 
the  proceeds  or  at  any  time  control  their  disposition.  Mere  statements  by  tbe 
parties  to  the  effect  that  the  gift  was  genuine  are  regarded  as  of  Uttle  weight; 
the  best  proof  that  a  gift  was  a  real  gift  would  consist  of  facts  showing  that  th« 
position  or  relationship  of  the  parties  is  such  as  to  show  a  reasonable  occasion 
for  such  a  gift  beins  made,  and  such  as  to  explain  the  sale  by  the  donee.  In- 
quiry should  be  made  as  to  the  disposition  of  the  proceeds. 

(c)  Where  a  taxpayer  purports  to  make  a  gift  to  a  member  of  his  family  or 
to  a  person  in  a  confidential  relation  to  himself,  but  no  sale  occurs,  the  queEH 
tion  whether  such  gift  was  real  or  merely  colorable  is  one  to  be  decided  on  aU 
of  the  facts.  The  mere  fact  that  such  conveyance  is  made  may  not  lawfuUy  be 
regarded  as  proof  of  fraud;  but  if  the  effect  of  the  gift  is  to  diminish  tax 
Uability,  and  it  appears,  either  at  the  time  of  the  gift  or  at  axiy  time  thereafter, 
that  the  donor  is  deriving  advantage  from  the  property  which  he  purported  to 
give  away,  such  facts  constitute  prima  facie  evidence  that  the  gift  was  only 
colorable  and  the  transaction  should  be  treated  as  a  nullity  unless  other  facts 
are  developed  which  show  that  it  was  a  true  gift  If  such  a  gift  is  colorable 
only  and  made  for  the  purpose  of  escaping  tax,  the  donor  is  guilty  of  fraud 
and  subject  to  penalty  and  punishment  therefor. 


22-1&-533. 
O.  D.  286. 

A  bonus  paid  by  a  State  to  its  residents  who  served  in  the  mili- 
tary or  naval  forces  during  the  war  with  Germany  does  not  constitute 
taxable  income  to  the  recipient. 


(See  4-20-700;  sec.  213  (a),  art.  82.)     Taxability  of  payments 
made  to  executor  in  addition  to  commissions  as  such. 


Section  213(b),  Article  74:  Interest  upon  State  Obliga-  1-1^-42. 

tions.  O.  D.  30. 

Interest  received  on  certificates  of  indebtedness  known  as  fire 
relief  certificates,  issued  in  the  State  of  Minnesota,  is  considered  in- 
terest upon  the  obligations  of  a  State,  and,  therefore,  not  taxable. 


2&-19-611. 
O.  D.  327. 

Certificates  of  sale  issued  by  a  county  or  other  political  sub- 
division of  a  State  in  connection  with  the  sale  of  property  for  non- 
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gayment  of  taxes  do  not  fall  within  that  class  of  obligations  of  a 
tate,  county,  or  municipality,  the  income  from  which  is  exempt 
from  Federal  income  tax. 

Section  213(b),  Article  77:  Interest  upon  TTnited  States 
Obligations. 

(See  1-19-116;  sec.  326,  art  815.)     Taxability  of  interest  upon 
bonds  of  the  War  Finance  Corporation. 


1-19-46. 
O.  D.  M. 

Interest  on  certificates  of  indebtedness  issued  by  the  Philippine 
Government  is  exempt  from  taxation  under  the  Bevenue  Act  of  1918. 


8-19-181. 
O.  D.  120. 
An  owner  of  nontax-free  Liberty  bonds  who  has  made  an 
absolute  gift  of  the  coupons  attached  to  the  bonds  covering  interest 
due  for  a  number  of  years  will  be  required  to  include  in  his  income 
tax  return  the  interest  which  accrues  each  year  on  the  bonds,  and 
to  pay  any  tax  that  may  be  due  thereon.  If  the  ^ft  of  the  coupons 
is  to  an  institution  under  section  214(a)  11,  a  deduction  of  suck  gift 
would  be  allowed  in  the  annual  income  tax  return.  (Also  sec.  214(a) 
11,  art.  251.) 

■ 

(See  8-1&-331;  sec.  233,  art.  541.)  Taxability  of  interest  received 
by  banks  on  loans  made  to  customers  on  account  of  Liberty  bonds 
purchased  for  them. 

10-19-356. 

O.  D.  206. 

Certificates  of  indebtedness  issued  by  the  Director  General  of 

Kailroads  are  held  to  be  obligations  of  the  United  States  but  not  such 

obligations  as  are  exempt  from  income,  war  profits,  and  excess  profits 

taxes. 

11-19-374. 
O.  D.  212. 
Interest  upon  bonds  issued  by  the  War  Finance  Corporation,  prin- 
cipal of  which  does  not  exceed  $5,000  in  aggregate,  is  exempt  from 
taxation  under  section  16,  act  approved  April  5,  1918.  This  exemp- 
tion is  in  addition  to  $5,000  exemption  allowed  under  section  7,  act 
approved  April  24, 1917,  which  amount  includes  Liberty  bonds  of  any 
issue  (excluding  first),  war  savings  certificates,  and  certificates  of 
indebtedness. 

3-20-684. 
O.  D.  368. 
The  principal  of  bonds  issued  by  the  people  of  Porto  Rico  is  ex- 
empt  from  taxation  by  the  United  States  under  the  act  of  Congress 
approved  March  2,  1917.  The  interest  derived  from  such  bonds  is 
exempt  from  income,  war  profits,  and  excess-profits  taxes  under  the 
provisions  of  section  213(b)  4,  Revenue  Act  of  1918. 
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Section  213  (b) ,  Article  79 :  Liberty  Bond  Exemption  from  11-19-373. 

Surtax  and  War  Profits  and  Excess  Profits  Tax  in  1918.  O.  D.  211. 

If  a  partnership  was  an  "  original  subscriber  "  to  Liberty  bonds  of 
the  fourth  series  and  was  reorganized  as  a  corporation  prior  to  July 
1, 1919,  and  elects  to  be  taxed  as  a  corporation  from  January  1, 1918, 
in  accordance  with  section  330,  Eevenue  Act  of  1918,  the  corporation 
will  be  considered  an  "  original  subscriber "  to  Liberty  bonds  of  the 
fourth  series  within  the  meaning  of  article  79  of  Regulations  45. 
(Also  sec.  880,  art  938.) 

11-19-375. 
O.  D.  213. 

The  words  *Hhe  date  of  the  tax  return"  as  used  in  the  supple- 
ment to  the  second  Liberty  loan  act  are  held  to  mean  the  date  on 
which  the  return  is  filed  with  the  collector.  Consequently  a  taxpayer 
holding  the  prescribed  amount  of  fourth  Liberty  loan  bonds  on  De- 
cember 31, 1918,  but  who  disposes  of  them  on  January  1, 1919,  before 
his  return  has  been  filed,  is  not  allowed  the  exemption  referred  to  in 
the  supplement  to  the  second  Liberty  loan  act 


Section  213(b),  Article  80:  Liberty  Bond  Exemption  1-19-40. 

after  December  31,  1918.  O.  D.  28. 

The  computation  of  exempt  interest  from  Liberty  loan  bonds  will 
be  based  upon  the  full  amount  of  bonds  subscribed  for  and  still 
owned,  and  interest  upon  obligations  incurred  to  purchase  or  carry 
Liberty  bonds  issued  after  September  24, 1917,  may  be  deducted  from 
gross  income.    (Also  sec.  214(a),  2,  art.  121.) 

In  computing  the  amount  of  admissible  assets  for  the  purpose  of 
determining  the  average  percentage  of  inadmissible  assets,  the  total 
cost  of  bonds  subscribed  for,  whether  fully  paid  or  not,  may  be  in- 
cluded in  admissible  assets.     (Also  sec.  325,  arts.  815  to  818.) 


1-19-43. 
O.  D.  31. 

In  cases  where  there  have  been  a  great  many  changes  in  the 
amount  of  Liberty  bonds  of  the  various  classes,  or  other  securities  of 
the  United  States,  held  by  a  bank  during  the  year,  it  will  be  per- 
missible to  determine  the  amount  of  interest  derived  from  each 
class,  in  excess  of  the  maximum  exemption  applicable  from  the  books 
or  other  records  of  the  bank.  The  correct  amount  of  interest,  sub- 
ject to  tax,  received  or  accrued,  must  be  shown  and  a  statement  at- 
tached to  the  return  showing  how  the  interest  was  determined. 


2-19-148. 
T.  D.  2836. 

Taoi  exemptions  of  Liberty  bonds  a/nd  Victory  notes. — Liberty 
bonds  and  Victory  notes  issuM  under  authority  of  the  acts  of  Con- 

fress  approved  April  24,  1917,  September  24,  1917,  April  4,  1918, 
uly  9,  1918,  September  24,  1918,  and  March  3,  1919,  are  entitled, 
respectively,  to  the  exemptions  from  taxation  set  forth  in  said  acts, 
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from  which  the  statements  on  this  page  are  summarized,  and  to  which 
they  are  subject. 

L  Four  per  cent  and  4J  per  cent  bonds  are  exempt  from  all  Fed- 
eral, State,  and  local  taxation,  except  (a)  estate  or  inheritance  taxes, 
and  {!>)  Federal  income  surtaxes  ana  profits  taxes,  as  follows: 
(1)  First  Liberty  loan  converted  4  per  cent  bonds  of  1932-1947  (first 
4s)  ;  (2)  First  Liberty  loan  converted  4 J  per  cent  bonds  of  1932-1947 
(m4t  4is,  issue  of  May  9,  1918) ;  (3)  First  Liberty  loan  second  con- 
verted 4 J  per  cent  bonds  of  1932-1947  (first  4Js,  issue  of  October  24, 
1918)  ;  (4)  Second  Liberty  loan  4  per  cent  bonds  of  1927-1942  ^second 
4s)  ;  (5)  Second  Liberty  loan  converted  4J  per  cent  bonds  oi  1927- 
1942  (second  4is) ;  (6)  Third  Liberty  loan  4^  per  cent  bonds  of  1928 
(third  4is) :  (7)  Fourth  Liberty  loan  4 J  per  cent  bonds  of  1933-1938 
(fourth  4Js) ;  and  (8)  Victory  Liberty  loan  4 J  per  cent  convertible 
gold  notes  of  1922-1923  (4}  per  cent  Victory  notes)  are  exempt,  both 
as  to  principal  and  interest,  from  all  taxation  now  or  hereafter  im- 
posed by  the  United  States,  any  State,  or  any  of  the  possessions  of 
the  United  States,  or  by  any  local  taxing  authority,  except  (a)  estate 
or  inheritance  taxes,  and  {b)  ffl^aduated  additional  income  taxes, 
commonly  known  as  surtaxes,  and  excess-profits  and  war-profits  taxes, 
now  or  hereafter  imposed  by  the  United  States,  upon  the  income  or 
profits  of  individuals,  partnerships,  associations,  or  corporations. 

II.  Four  per  cent  and  4^  per  cent  bonds  are  entitled  to  limited 
exemptions  irom  Federal  income  surtaxes  and  profits  taxes,  as  fol- 
lows :  4  per  cent  and  4J  per  cent  Liberty  bonds  (but  not  4|  per  cent 
Victory  notes)  are  entitled  to  certain  limited  exemptions  from 
graduated  additional  income  taxes,  commonly  known  as  surtaxes,  and 
excess-profits  and  war-profits  taxes,  now  or  hereafter  imposed  by 
the  United  States,  upon  the  income  or  profits  of  individuals,  partner- 
ships, associationis,  or  corporations,  m  respect  to  the  interest  on 
principal  amounts  thereof,  as  follows: 

$5,000  in  the  aggregate  of  first  4s,  first  4is  (issues  of  May  9  and  October  24» 
1918),  second  4s  and  4is,  third  4^8,  fourth  4is,  Treasury  Certificates, 
and  War  Savings  Certificates. 

30,000  of  first  4is  (Issue  of  October  24,  1918,  only),  until  the  expiration  of  two 
years  after  the  termination  of  the  war. 

30,000  of  fourth  4is,  until  the  expiration  of  two  years  after  the  termination 
of  the  war. 

30,000  in  the  aggregate  Ox  first  4s,  first  4is  (issues  of  May  9  and  October  24, 
1918),  second  4s  and  4is,  third  41s,  and  fourth  4|s,  as  to  the  interest 
received  on  and  after  January  1,  1919,  until  the  expiration  of  five 
years  after  the  termination  of  the  war. 

45,000  in  the  aggregate  of  first  4s,  4is  (issue  of  May  9,  1918,  only),  second 
4s  and  4^8,  and  third  41  s,  as  to  the  interest  received  after  January 
1,  1918,  until  the  expiration  of  two  years  after  the  termination  of 
the  war ;  this  exemption  conditional  on  original  subscription  to,  and 
continued  holding  at  the  date  of  the  tax  return  of,  two-thirds  as 
many  bonds  of  the  Fourth  Liberty  loan. 

20,000  in  the  aggregate  of  first  4s,  first  4^8  (issues  of  May  9  and  October  24, 
1918),  second  4s  and  4is,  third  4^8,  and  fourth  4^8,  as  to  the  interest 
received  on  and  after  January  1,  1919;  this  exemption  conditional 
upon  original  subscription  to,  and  continued  holding  at  the  date  ot 
the  tax  return  of,  one-third  as  many  notes  of  the  Victory  Liberty 
loan,  and  extending  through  the  life  of  such  notes  of  the  Victory 
Liberty  loan. 
160,000  Total  possible  exemptions  from  Federal  income  surtaxes  and  profits 
taxes,  subject  to  conditions  above  summarized. 

III.  Three  and  one-half  per  cent  bonds  and  3f  per  cent  notes  are 
exempt  from  all  Federal,  State,  and  local  taxation,  except  estate  or 
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inheritance  taxes,  as  follows:  (1)  First  Liberty  loan  3^  per  cent 
bonds  of  1932-1947  and  (2)  Victory  Liberty  loan  3i  per  cent  con- 
vertible gold  notes  of  1922-1923  are  exempt,  both  as  to  principal  and 
interest,  from  all  taxation  (except  estate  or  inheritance  taxes)  now 
or  hereafter  imposed  by  the  United  States,  any  State,  or  any  of  the 
possessions  of  the  United  States,  or  by  any  local  taxing  authority. 


2-19-171. 
T.  B.  R.  7. 

Each  of  several  affiliated  corporations  included  in  a  consoli- 
dated return  under  section  240  of  the  Revenue  Act  of  1918  is  en- 
titled to  the  same  full  benefits  under  the  exemption  provisions  of 
the  several  Liberty  bond  acts  to  which  it  would  be  entitled  if  not 
affiliated* 

6-19-271. 
T.  B.  R.  28. 

A  bank  which  takes  over  Liberty  bonds  after  default  by  in- 
dividual subscribers  can  not  be  considered  an  original  subscriber  to 
such  bonds. 

6-19-272. 
T.D.2865. 

All  interest  accrued  on  4}  per  cent  Victory  notes  at  the  date 
of  any  conversion  by  the  taxpayer  into  3}  per  cent  Victory  notes 
will,  for  the  purposes  of  computing  net  income,  be  deemed  to  be 
interest  upon  4}  per  cent  Victory  notes  and  will  be  entitled  only  to 
the  exemptions  from  taxation  to  which  interest  on  4|  per  cent  Yic- 
tory  notes  is  entitled.  Any  and  all  amounts  received  by  any  tax- 
payer from  the  United  States  by  way  of  adjustment  of  accrued 
mterest  upon  conversion  of  4|  per  cent  Victory  notes  into  3}  per 
cent  Victory  notes  will  be  deemed  to  be  interest  upon  4f  per  cent 
Victory  notes. 

All  mterest  accrued  on  3f  per  cent  Victory  notes  at  the  date  of 
any  conversion  by  the  taxpayer  into  4i  per  cent  Victory  notes  will, 
for  the  purposes  of  computing  net  income,  be  deemed  to  be  interest 
upon  3f  per  cent  Victory  notes  and  will  be  entitled  to  the  exemptions 
from  taxation  to  which  interest  on  3f  per  cent  Victory  notes  is 
entitled. 

12-19-401. 
O.  D.  227. 

Where  a  taxpayer  has  held  at  any  time  or  times,  within  the  tax- 
able year  Liberty  loan  bonds  (any  issues  except  the  first  unconverted) , 
United  States  certificates  of  indebtedness,  or  war  savings  stamps,  the 
total  interest  received  being  equal  to  or  in  excess  of  the  interest  for  one 
year  on  an  aggregate  principal  of  $5,000,  credit  may  be  taken  to  an 
amount  not  exceeding  such  amount  of  interest  for  one  year  on  the 
aggregate  principal  of  $5,000. 


8-20-762 
O.D.405. 

An  individual  who  inherits  fourth  Liberty  loan  bonds  or  Victory 
loan  notes  which  were  originally  subscribea  for  by  the  decedent  is 
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not  entitled  to  the  collateral  exemption  of  interest  on  bonds  of 
previous  issues  to  which  the  decedent  as  the  original  subscriber  would 
have  been  entitled. 


Section  213  (b).  Article  82:  Liberty  Bond  Exemption  in  2-20-672. 

the  Case  of  Partnerships  and  Personal  Servioe  Corpora-  O.  D.  362. 

tions. 

Where  Liberty  bonds  are  subscribed  for  and  continuously  held  by 
a  partnership  and  one  of  the  partners  purchases  the  bonds  directly 
from  the  partnership,  the  purchaser  is  entitled  to  the  exemption 
which  is  conditioned  upon  original  subscription  to  and  continuous 
holding  of  the  bonds.  The  basis  of  the  exemption  will  be  an  amount 
of  the  bonds  not  in  excess  of  (1)  his  original  share  of  the  bonds  held 
by  the  partnership,  or  (2)  his  share  ot  such  bonds  hot  sold  by  the 
partnership  plus  the  amount  bought  by  him  from  the  partnership; 
whichever  amount  is  smaller.  However,  if  the  bonds  are  purchased 
from  another  partner  or  they  are  sold  by  the  partnership  and  repur- 
chased by  him  in  the  open  market,  he  can  not  claim  such  exemption 
in  respect  to  any  amount  of  the  bonds  so  acquired. 


Section  213(b),  Article  83:  Income  of  Foreign  Govern-  5-19-248. 

ments.  O.  D.  158. 

The  provision  which  exempts  from  income  tax  certain  income 
of  forei^  ambassadors,  ministers,  and  their  subordinates  who  were 
nonresi(knt  aliens  at  the  time  ox  appointment  does  not  extend  to 
income  received  by  their  wives  from  sources  within  the  United 
States. 

8-19-815. 
O.  D.  182. 

Delegates  to  the  United  States  representing  a  foreign  country 
in  connection  with  an  agreement  with  the  United  States  Food  Ad- 
ministration, whereby  flour  is  furnished  to  that  country,  and  raw  ma- 
terials are  brought  to  this  country  and  sold,  would  not  be  subject  to 
tax  with  respect  to  any  profits  derived  from  the  sale  of  such  products. 


9-19-339. 
O.  D.  196. 

Besidents  of  the  United  States,  as  well  as  citizens  thereof,  are 
subject  to  tax  with  respect  to  any  income  received  which  represents 
compensation  for  services  rendered  to  a  foreign  legation. 

A  subject  of  a  foreign  country,  who  at  the  time  of  his  appointment 
to  a  legation  in  the  United  States  is  a  resident  of  the  Umtied  States, 
would  be  subject  to  tax  on  the  same  basis  as  a  citizen  of  the  United 
States. 

29-19-624. 
O.  D.  336. 
Only  foreign  diplomats,  ambassadors,  and  other  diplomatic  repre- 
sentatives in  charge  who  are  accredited  to  the  United  States  to  repre- 
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sent  their  sovereign  or  country  and  who  reside  here,  and  the  members 
of  their  staff  are  entitled  to  exemption  from  tax  on  income  from  in- 
vestments in  bonds  and  stocks  and  from  interest  on  bank  balances. 
Foreign  consuls  resident  in  the  United  States  are  not  entitled  to  the 
exemption. 

14r.l»-433. 
Section  213(b),  Article  84:  Income  of  States.  O.  895. 

Where  property  is  willed  to  a  municipality  in  trust  that  the  in- 
come  of  the  property  shall  be  used  for  a  public  charity  the  income  is 
not  liable  to  Feaeral  income  tax  and  the  trustees  of  the  fund  are  not 
required  to  file  annual  tax  returns.    (Also  sec  219,  art.  341.) 


14-19-434. 
O.  D.  250. 

Certain  townships  and  a  county  constructed  the  X  railroad  and 
subsequently  leased  it  to  the  Y  railroad  for  a  number  of  years  for  an 
annual  consideration.  The  rental,  after  the  payment  of  actual  ex- 
penses, being  divided  between  the  respective  townships  and  county  on 
the  basis  of  ownership,  is  income  derived  from  a  public  utility  and  as 
such  is  not  taxable  under  section  213(b)  of  the  Revenue  Act  of  1918. 
The  X  railroad,  however,  milst  file  a  return  of  income. 


28-19-612. 
O.  D.  328. 

A  corporation  is  organized  to  furnish  water,  light,  power,  and 
heat  to  a  town.  The  town  owns  practically  all  the  common  stock, 
upon  which  no  dividends  are  to  be  paid.  The  preferred  stock  is  to 
be  redeemed  as  soon  as  possible  out  of  earnings,  after  which  the  plant 
becomes  the  property  of  the  town.  Income  derived  by  the  corpora- 
tion from  the  operation  of  such  plant  is  exempt  from  tax  in  accord- 
ance with  section  213(b)  7,  Eevenue  Act  of  1918,  since  the  imposition 
of  the  tax  would  delay  the  redemption  of  the  preferred  stock,  thereby 
imposing  "  a  loss  or  burden  "  on  the  town. 

However,  the  corporation  must  file  returns  of  annual  net  income. 

Dividends  received  by  holders  of  the  preferred  stock  of  the  cor- 
poration are  not  an  allowable  credit  against  net  income  for  the  pur- 
pose of  the  normal  tax.    (Also  sec.  216,  art.  301.) 


Section  213(b),  Article  85:  Compensation  of  State  Officers. 

(See  9-19-338;  sec.  213(a),  art.  31.)     Taxability  of  fees  received 
by  a  witness  summoned  by  a  State  attorney* 


1-19-45. 
O.  D.33. 

Compensation  paid  to  a  county  surveyor  from  county  funds, 
even  though  on  a  per  (tiem  basis,  is  free  from  tax« 
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8-19-179. 
T.  D.  2843. 

Salaries  of  State  oflScials  and  salaries  and  waffes  of  employees  of  a 
State  are  not  liable  to  income  tax  imposed  by  the  Revenue  Act 
of  1918. 

4^19-214. 
O.  826. 
Salaries  paid  to  teachers  are  exempt  from  income  tax  only  where 
the  educational  institution  is  maintained  wholly  by  the  State, 
and  the  relation  of  employer  and  employee  exists  between  the  State 
and  the  teacher.  They  are  not  exempt  merely  because  engaged  in 
educational  work,  nor  because  they  are  pensioned  by  the  State. 
(Revenue  Act  of  1916,  sec.  4;  Revenue  Act  of  1918,  sec.  213(a).) 


1&-19-459. 
O.  D.  256. 

An  individual  who  exercises  a  public  function  under  an  appoint- 
ment issued  by  a  court  oflScer  for  a  particular  transaction  or  pur- 
pose for  a  limited  time,  and  in  the  exercise  of  such  function  is 
not  invested  with  the  character  of  either  an  officer  or  employee  of 
the  State  or  political  subdivision  thereof,  is  not  considered  to  be 
such  a  State  official  or  employee  whose  compensation  is  exempt  from 
Federal  income  tax  under  the  provisions  of  article  85  of  Regulations 
45  and  Trea'sury  decision  2843. 

The  designations  "State  officers"  and  "emplovees  of  a  State" 
refer  only  to  those  persons  "who  are  in  the  regular  and  continual 
service  of  the  State  or  a  political  subdivision  thereof  within  the 
ordinary  acceptance  of  these  terms.  Accordingly,  administrators 
and  executors,  whether  or  not  they  are  considered  to  be  officers  of  the 
court  in  the  performance  of  their  duties,  are  not  exempt  from  Federal 
income  tax  on  the  compensation  received  for  their  services. 


16-19-460. 
O.  D.  257, 

The  members  of  the  Virginia  debt  commission,  created  by  act 
of  the  legislature  *of  the  State  for  the  purpose  of  discharging  a  gov- 
ernmental function,  are  considered  to  oe  State  officers  and  compen- 
sation received  by  them  for  services  rendered  in  their  official  capacity 
is  exempt  from  Federal  income  tax. 


19-19-497. 
O.  D.  274. 

Compensation  paid  by  a  State  or  political  subdivision  to  its  offi- 
cers and  employees  is  not  subject  to  the  income  tax  imposed  by  the 
Revenue  Act  of  1918,  even  though  the  recipient  is  a  nonresident  alien. 
(Also  art.  91.) 

25-19-582. 
O.  D.  309. 

A  chief  engineer  appointed  by  a  sewerage  commission  created 
by  the  common  council  of  a  city  under  authority  of  a  State  statute  is 

ie7850-— 20 4 
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considered  to  be  an  employee  of  a  political  subdivision  of  a  State  and 
the  compensation  paid  him  is  not  taxable. 


8^20-685. 
O.  D.  369. 

The  compensation  paid  trustees  of  a  corporation,  who  have  filed  an 
application  for  winding  up  the  affairs  of  said  corporation  in  ac- 
cordance with  the  laws  of  the  State  of  Connecticut,  is  not  exempt 
from  income  tax,  as  the  trustees  are  not  receivers  in  fact  and  do  not 
appear  to  exercise  a  public  function  under  an  appointment  of  the 
court,  nor  are  they  invested  with  the  character  of  an  officer  or  em- 
ployee of  the  State,  although  the  compensation  is  fixed  by  the  court 


(See  4r-20-702;  sec.  214  (a)  1,  art.  101.)  Salary  paid  by  a  city  to 
a  member  of  a  partnership  and  by  him  turned  over  to  the  partner- 
ship in  accordance  with  his  contract. 


Section  213(b),  Article  86 :  Compenaation  of  Soldieia  and  l-ld-4iO. 

Sailora.  O.D.27. 

Employees  of  the  Commission  on  Training  Camp  Activities  as 
such,  are  not  considered  to  be  persons  in  active  service  in  the  mili- 
tary or  naval  forces  of  the  United  States,  and,  therefore,  are  not  en- 
titled to  the  exemption  allowed  by  section  218(b),  paragraph  (8),  of 
the  Bevenue  Act  of  1918. 

1-19-41. 
O.D.29. 

A  civilian  governed  by  the  rules  and  regulations  of  the  Ameri- 
can Expeditionary  Forces  is  not  termed  a  person  in  the  military 
forces  of  the  United  States  within  the  meaning  of  section  213(b)  8, 
and  therefore  is  not  entitled  to  the  $3,500  exemption  provided  in  that 
section. 

3-19-182. 
O.  D.  121. 

A  member  of  a  partnership  who  has  performed  services  in  the 
military  forces  of  the  United  States  during  the  present  war,  and  ac- 
cording to  agreement  has  turned  over  to  the  partnership  the  com- 
pensation received  for  such  services,  may  in  reporting  his  distribu- 
tive share  of  the  partnership's  income  exclude  from  his  return  an 
amount  equal  to  the  sum  received  for  military  services  and  turned 
over  to  the  partnership,  but  not  in  excess  of  $3,600.  The  other  part- 
ner must  report  his  entire  distributive  share  of  the  income  reganiless 
of  the  fact  that  a  portion  of  it  was  derived  from  his  partner's  com- 
pensation for  military  service.    (Also  sec.  218,  arts.  322,  323.) 


8-19-188. 
O.  D.  122. 

Compensation  received   from  the  United   States  War   Depart- 
ment by  a  civilian  flying  instructor  for  services  rendered  during  the 
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present  war  does  not  come  within  the  exemption  provided  by  section 
213  (b) ,  8,  of  the  Revenue  Act  of  1918  for  compensation  for  active 
military  service  performed  during  the  present  war. 


8-19-184. 
O.  D.  123. 

The  personal  exemption  allowed  a  married  man  and  the  exemp- 
tion for  dependents  are  not  included  in  the  $3,500  compensation 
for  active  ^service  in  the  military  or  naval  forces  of  the  United 
States  during  the  present  war  exempt  from  tax  under  section  218 
(b) ,  8,  of  the  Revenue  Act  of  1918.  (Also  sec.  216  (c) ,  (d) ,  arts.  302, 
304.) 

11-19^76. 
O.  D.  214. 

Only  such  portion  of  amounts  received  hj  persons  in  the  mili- 
tary service  of  the  United  States  representing  compensation  for 
service  in  the  Army  and  which  was  paid  by  the  War  Department  is 
exempt  from  tax  under  section  213(b)  8,  of  the  Revenue  Act  of  1918. 

Accordingly,  the  compensation  received  from  the  Spruce  Division 
by  a  person  in  military  service  engaged  in  cutting  spruce  is  taxable 
and  should  be  included  in  his  returns.     (Also  sec.  218(a),  art.  81.) 


28-1&-613. 
O.  D.  329. 

Persons  serving  during  the  present  war  in  the  American  Mer- 
chant Marine  Sea  Training  Bureau  are  not  entitled  to  the  $3,500 
exemption  provided  in  section  213(b)  8,  Revenue  Act  of  1918. 


29^-19-625. 
O.  D.  337. 

Section  213(b)  8,  Revenue  Act  of  1918,  applies  only  to  1918  and 
subsequent  years  and  may  not  be  applied  retroactively  to  salary  or 
compensation  received  for  active  service  in  the  military  or  naval 
forces  of  the  United  States  between  April  6. 1917,  and  December  31, 
1917. 

3-20-686. 
O.  D.  370. 

The  following  items  are  to  be  included  in  the  $3,500  exemption 
provided  in  section  213  (b)  8,  Revenue  Act  of  1918,  for  salary  or 
compensation  received  by  persons  in  the  military  or  naval  forces  of 
the  United  States  during  tne  "  present  war  " : 

Bonus  payable  upon  discharge. 

Mileage  from  point  of  discharge  to  point  of  enlistment. 

Ration  money  covering  periods  of  absence  from  camp  on  furlough. 


SECTION  213(c)— GROSS  INCOME  DEFINED:  NONRESIDENT  ALIEN 

INDIVIDUAL. 

Section  213  (o),  Article  91:  Gross  Income  of  ITonresident  9-19-340. 

Alien  Individuals.  T.  D.  2876. 

•  The  income  received  by  a  nonresident  alien  from  stocks  and 
bonds  of  corporations  organized  under  the  laws  of  the  United  States 
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and  bonds  and  mortgages  secured  upon  property  in  the  United 
States,  the  certificates  representing  the  same  being  held  by  a 
domestic  trust  company  under  a  power  of  attorney  which  gave  au- 
thority to  the  agent  to  sell,  assign,  or  transfer  any  of  them  and  to 
invest  and  reinvest  the  proceeds,  is  property  owned  in  the  United 
States  within  the  meaning  of  the  act  of  October  3, 1913. 


13-19-417. 
O.  D.  239. 

Interest  on  bonds  of  a  nonresident  foreign  corporation  payable  in 
the  United  States  to  a  nonresident  alien  is  not  income  from  sources 
within  the  United  States. 

28-19-543. 
O.  D.  291. 

An  alien  who  comes  to  the  United  States  with  merchandise  which 
he  disposes  of  in  this  countrjr  is  subject  to  tax  with  respect  to  the 
profit  derived  from  such  activities,  even  though  he  is  within  the 
United  States  for  a  period  of  less  than  80  days. 


(See  23-19-549;  sec.  233,  art.  560.)  Taxability  of  income  of  non- 
resident alien  from  sales  within  United  States  by  mail-order  busi- 
ness or  on  unsolicited  orders. 

Section  213(c),  ArScle  92:  Income  of  IToiiresident  Alien  1-19-16. 

Individuals  Not  Subject  to  Tax.  0.  786. 

Where  bonds,  notes,  or  other  obligations  of  a  foreign  govern- 
ment are  underwritten  by  a  United  States  banking  establishment, 
and  are  by  their  terms  payable  at  an  ofiice  of  such  banking  estab- 
lishment in  the  United  States,  interest  paid  from  the  United  States 
office  to  nonresident  alien  individuals  or  foreign  corporations,  who 
are  holders  of  such  securities,  is  not  to  be  regarded  as  income  re- 
ceived from  a  source  within  the  United  States,  (Also  sec.  221,  art. 
361.) 

1-19-47. 
O.  D.  35. 

The  interest  on  bonds  and  notes  of  foreign  countries  owned  by 
nonresident  aliens  is  not  subject  to  income  tax  in  the  hands  of 
the  recipients,  whether  paid  in  the  United  States  or  abroad,  nor  is  a 
profit  realized  on  foreign  exchange  from  such  payment  taxable. 

18-19-478. 
O.908. 

Interest  on  tax  free  covenant  bonds  of  corporations  organized 
in  the  United  States  doing  no  business  and  owning  no  property 
therein  paid  to  nonresident  aliens  is  not  subject  to  taxation  as  in- 
come received  from  sources  within  the  United  States.  (Also  s6c.  221, 
art  361.) 
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Seetion  213  (o),  Article  92(a) :  When  the  Wages  of  a  8-19-316. 

Nonresident  Alien  are  Derived  from  Souroes  Within  T.  D.  2869  (1 )  • 

the  United  States. 

T.  D.  2869  adds  article  92(a)  to  Regulations  45,  as  follows: 
Art.  92(a).  When  the  wages  of  a  nonresident  alien  are  derived 
from  sources  within  the  United  Stales:  While  resident  alien  seamen 
are  taxable  like  citizens  on  their  entire  income  from  whatever  sources 
derived,  nonresident  alien  seamen  are  taxable  only  on  income  from 
sources  within  the  United  States.  Ordinarily  wages  received  for 
services  rendered  inside  the  territorial  United  States  are  to  be  re- 
garded as  from  sources  within  the  United  States.  The  wages  of  an 
alien  seaman  earned  on  a  coastwise  vessel  are  from  sources  within 
the  United  States,  but  wages  earned  by  an  alien  seaman  on  a  ship 
regularly  engaged  in  foreign  trade  are  not  to  be  regarded  as  from 
sources  withm  the  United  States  even  though  the  ship  flies  the 
American  flag  or  although  during  a  part  of  the  time  the  ship  touched 
at  United  States  ports  and  remained  there  a  reasonable  time  for  the 
transaction  of  its  business.  The  presence  of  a  seaman  aboard  a  ship 
which  enters  a  port  for  such  purposes  of  foreign  trade  is  merely 
transitory  and  wages  earned  during  that  period  by  a  nonresident 
alien  seaman  are  not  taxable.  There  is  no  withholding  from  the 
wages  of  alien  seamen  unless  they  are  nonresidents  within  the  rules 
laia  down  in  articles  311  to  315.  Even  in  the  case  of  a  nonresident 
alien  seaman  the  employer  is  not  obliged  to  withhold  from  wages 
unless  those  wages  are  from  sources  within  the  United  States  as 
defined  above.  As  to  when  alien  seamen  are  to  be  regarded  as 
residents,  see  article  312(a). 

(See  13-19-424,  sec.  221,  art.  361.)     Wages  earned  on  vessels  mak- 
ing occasional  coastwise  voyages. 


SECTION  214   (a),   1— DEDUCTIONS  ALLOWED:   BUSINESS 

EXPENSES. 

Section  214(a)  1,  Article  101 :  Business  Expenses. 

(See  1-19-38;  sec.  213(a),  art.  31.)    Effect  of  Federal  taxes  paid 
in  connection  with  amounts  paid  on  account  of  patent  infringement. 


1-19-55. 

O.  D.  38. 

If  a  creditor  takes  out  a  life-insurance  policy  on  an  individual 

to  cover  loans  to  the  individual,  the  creditor  may  deduct  fri)m  gross 

income  as  a  necessary  expense  the  amount  of  the  premiums  paid 

during  the  year  for  which  the  return  is  made. 


3-19-187. 
T.  B.  R.  13. 

Amounts  set  aside  by  canners  of  perishable  food  products  as 
a  reserve  against  which  to  charge  losses  due  to  climatic  and  other 
natural  conditions  producing  shortage  of  the  niw  products,  are  not 
deductible  in  computing  net  income. 
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and  bonds  and  mortgages  secured  upon  property  in  the  United 
States,  the  certificates  representing  the  same  beinff  held  by  a 
domestic  trust  company  under  a  power  of  attorney  which  gave  au- 
thority to  the  agent  to  sell,  assign,  or  transfer  any  of  them  and  to 
invest  and  reinvest  the  proceeds,  is  property  owned  in  the  United 
States  witliin  the  meaning  of  the  act  of  October  8, 1913. 


13-19-417. 
O.  D.  239. 

Interest  on  bonds  of  a  nonresident  foreign  corporation  payable  in 
the  United  States  to  a  nonresident  alien  is  not  income  from  sources 
within  the  United  States. 

23-19-543. 
O.  D.  291, 

An  alien  who  comes  to  the  United  States  with  merchandise  which 
he  disposes  of  in  this  countrjr  is  subject  to  tax  with  respect  to  the 

trofit  derived  from  such  activities,  even  though  he  is  within  the 
Tnited  States  for  a  period  of  less  than  30  days. 


(See  23-1&-649;  sec.  233,  art.  550.)  Taxability  of  income  of  non- 
resident alien  from  sales  within  United  States  by  mail-order  busi- 
ness or  on  unsolicited  orders. 

Section  213(c),  ArScle  92:  Income  of  ITonresident  Alien  1-19-16. 

Individuals  Not  Subject  to  Tax.  O.  786. 

Where  bonds,  notes,  or  other  obligations  of  a  foreign  covem- 
ment  are  underwritten  by  a  United  States  banking  establiSiment, 
and  are  by  their  terms  payable  at  an  office  of  such  banking  estab- 
lishment in  the  United  States,  interest  paid  from  the  United  States 
office  to  nonresident  alien  individuals  or  foreign  corporations,  who 
are  holders  of  such  securities,  is  not  to  be  regarded  as  income  re- 
ceived from  a  source  within  the  United  States.  (Also  sec.  221,  art. 
861.) 

1-19-47. 
O.  D.  35. 

The  interest  on  bonds  and  notes  of  foreign  countries  owned  by 
nonresident  aliens  is  not  subject  to  income  tax  in  the  hands  of 
the  recipients,  whether  paid  in  the  United  States  or  abroad,  nor  is  a 
profit  realized  on  foreign  exchange  from  such  payment  taxable. 

18-19-478. 
O.  908. 

Interest  on  tax  free  covenant  bonds  of  corporations  organized 
in  the  United  States  domg  no  business  and  owning  no  property 
therein  paid  to  nonresident  aliens  is  not  subject  to  taxation  as  in- 
come received  from  sources  within  the  United  States.  (Also  see.  221, 
art.  361.) 
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Section  213  (o),  Article  92(a) :  When  the  Wages  of  a  8-19-316. 

Nonresident  Alien  are  Derived  from  Sources  Within  T.  D.  28G9  (1 )  • 

the  United  States. 

T.  D.  2869  adds  article  92 (a)  to  Regulations  45,  as  follows : 
Art.  92(a).  When  the  wages  of  a  nonresident  alien  are  derived 
from  sources  within  the  United  States:  While  resident  alien  seamen 
are  taxable  like  citizens  on  their  entire  income  from  whatever  sources 
derived,  nonresident  alien  seamen  are  taxable  only  on  income  from 
sources  within  the  United  States.  Ordinarily  wages  received  for 
services  rendered  inside  the  territorial  United  States  are  to  be  re- 
garded as  from  sources  within  the  United  States.  The  wages  of  an 
alien  seaman  earned  on  a  coastwise  vessel  are  from  sources  within 
the  United  States,  but  wages  earned  by  an  alien  seaman  on  a  ship 
regularly  engaged  in  foreign  trade  are  not  to  be  regarded  as  from 
sources  within  the  United  States  even  though  the  ship  flies  the 
American  flag  or  although  during  a  part  of  the  time  the  ship  touched 
at  United  States  ports  and  remained  there  a  reasonable  time  for  the 
transaction  of  its  business.  The  presence  of  a  seaman  aboard  a  ship 
which  enters  a  port  for  such  purposes  of  foreign  trade  is  merely 
transitory  and  wages  earned  during  that  period  by  a  nonresident 
alien  seaman  are  not  taxable.  There  is  no  withholding  from  the 
wages  of  alien  seamen  unless  they  are  nonresidents  within  the  rules 
laid  down  in  articles  311  to  315.  Even  in  the  case  of  a  nonresident 
alien  seaman  the  employer  is  not  obliged  to  withhold  from  wages 
unless  tiiose  wages  are  from  sources  within  the  United  States  as 
defined  above.  As  to  when  alien  seamen  are  to  be  regarded  as 
residents,  see  article  312(a). 

(See  13-19-424,  sec.  221,  art.  361.)     Wages  earned  on  vessels  mak- 
ing occasional  coastwise  voyages. 


SECTION  214   (a),   1— DEDUCTIONS   ALLOWED:   BUSINESS 

EXPENSES. 

Section  214(a)  1,  Article  101 :  Business  Expenses. 

(See  1-19-38;  sec.  213(a),  art.  31.)     Effect  of  Federal  taxes  paid 
in  connection  with  amounts  paid  on  account  of  patent  infringement. 


1-19-56. 
O.  D.  38. 

If  a  creditor  takes  out  a  life-insurance  policy  on  an  individual 
to  cover  loans  to  the  individual,  the  creditor  may  deduct  from  gross 
income  as  a  necessary  expense  the  amount  of  the  premiums  paid 
during  the  year  for  which  the  return  is  made. 


3-19-187. 
T.  B.  R.  13. 

Amounts  set  aside  by  canners  of  perishable  food  products  as 
a  reserve  against  which  to  charge  losses  due  to  climatic  and  other 
natural  conditions  producing  shortage  of  the  raw  products,  are  not 
deductible  in  computing  net  income. 
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8-19-317. 
S.  1048. 

The  cost  of  transportation  paid  by  a  salaried  employee  living  at 
a  distance  from  his  employment  in  order  to  go  to  and  return  rrom 
such  employment  is  not  deductible  as  a  business  expense.  (Also  sec. 
216,  art.  292,) 

11-19-477. 
O.  D.  215. 

Any  amount  paid  as-  a  premium  on  crop  insurance  taken  out 
as  a  protection  against  a  loss  which  may  occur  on  account  of  crop 
conditions  would  constitute  an  allowable  deduction  as  a  business  ex- 
pense,   (Also  sec.  284,  art.  561.) 


(See  23-19-551;  sec  250,  art.  1002.)     Penalties  added  to  tax: 
when  deductible  as  business  expose. 


(See  26-19-595;  sec.  250,  art.  1008.)     Deduction  of  interest  on 
taxes. 


25-19-583. 

O.  D.  3ia 

An  amount  expended  by  a  Member  of  Congress  for  clerk  hire, 
in  excess  of  the  allowance  made  by  the  Government,  may  be  properly 
deducted  as  a  business  expense. 


(See  2-20-669;  sec.  212,  art.  23.)  Deduction  by  a  vendee  of  Fed- 
eral taxes  paid  according  to  contract  on  profits  accruing  to  a  vendor 
from  sales  made  to  the  vendee. 


2-20-673. 
O.D.363. 

A  member  of  a  local  draft  board  who  used  his  automobile  for 
travel  on  business  in  connection  with  the  work  of  the  board  did  so 
for  his  personal  convenience  and  not  by  reason  of  official  necessity, 
since  such  members  when  travding  imder  competent  orders  were 
allowed  actual  traveling  expenses  plus  a  per  diem  of  four  dollars. 
Accordingly  any  amount  representing  wear  and  tear  of  the  auto- 
mobile or  maintenance  expense  would  not  be  an  allowable  deduction 
from  gross  income. 

4-20-702. 
A.RM.25. 

An  individual  member  of  a  partnership  received  a  salary  for  serv- 
ices performed  as  an  employee  of  a  city  and,  in  accordance  with  his 
contract  with  the  firm,  turned  over  to  it  as  the  value  of  his  time  the 
entire  amount  so  received. 

Held,  that  the  individual  partner  might  deduct  the  amount  of  the 
salary  in  his  personal  return  as  a  business  expense,  but  that  do 
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exemption  could  be  claimed  by  the  partnership,  since  to  allow  the 
amount  received  by  it  to  be  treated  as  exempt  income  would  in  effect 
be  to  regard  it  as  an  employee  of  the  city,  which  was  not  the  fact. 
(Also  sec.  213  (b),  art.  85.) 

(See  5-20-721 ;  sec.  1,  art.  1510.)    Advertising  and  sales  promotion 
expenditures  in  connection  with  Government  contracts. 


6-20-726. 
O.  D.  396. 

A  taxpayer  who  borrowed  money  for  business  purposes  and  was 
required  to  take  out  life  insurance  in  favor  of  the  lender  as  security 
for  the  loan,  is  entitled  to  deduct  the  premiums  paid  for  such  insur- 
ance as  a  business  expense  under  section  214  (a)  1  of  the  revenue  act 
of  1918;  however,  the  premiums  will  cease  to  constitute  a  business 
expense  upon  maturity  and  payment  of  the  loan. 


(See  8-20-753;  sec.  214  (a)  2,  art.  121.)    Payment  under  guaranty 
of  interest  of  an  insolvent  principal. 


Section  214(a)  1,  Article  105:  Compensation  for  Personal  Services. 
(See  10-19-862,  sec.  234,  art.  561.)    Excessive  compensation. 


15-19-444. 
T.  B.  B.  46. 

When  a  corporation  pays  its  officers  nominal  salaries  and,  in 
addition,  a  percentage  of  the  profits  remaining  after  payment  of 
dividends  to  stockholders,  the  test  of  deductibility  of  such  payments 
is  whether  they  are  reasonable  and  are  in  fact  payments  purely  for 
services.  The  Department  is  not  warranted  in  fixing  a  maximum 
limit  for  such  deductions.  Each  case  must  be  decided  on  its  own 
merits. 

18-19-481. 
T.  B.  M.  70. 

Excessive  salaries;  not  allowed. — ^A  close  corporation  operated 
for  a  number  of  years  prior  to  1917,  sometimes  making  moderate 
losses  and  sometimes  moderate  profits,  payings  only  nominal  salaries 
to  its  officers.  In  1917  it  was  highly  successful  and  distributed  to  the 
five  stockholders  who  are  also  officers  approximately  12  per  cent  of 
its  net  income,  in  exact  proportion  to  tneir  stock  holdings.  Of  the 
total  amount  distributed  18  per  cent  was  paid  currentlv  during  the 
year  and  82  per  cent  was  paid  on  or  about  the  close  of  the  year  1917. 
In  view  of  the  salaries  paid  by  other  companies  in  the  same  line, 
doing  a  corresponding  volume  of  business,  the  aggregate  salaries 

1)aid  appear  to  oe  excessive;  and  as  some  of  the  officers  receiving  the 
argest  salaries  did  not  devote  all  of  their  time  to  the  work,  a  sub- 
stantial part  of  the  so-called  salaries  would  seem  to  be  nothing  more 
than  a  distribution  of  profits.  Forty  per  cent  of  the  deduction  taken 
for  above  salaries  was  not  allowed. 


56  INCOME  TAX  DIGESTS. 

22-19-534. 
T.  B.  M.  86. 

Salaries,  bonuses,  and  fees  voted  subsequent  to  the  close  of  any 
taxable  year  and  also  subsequent  to  the  close  of  the  books  for  such 
taxable  year,  in  the  absence  of  contract  obligation,  can  not  be  con- 
sidered an  ordinary  and  necessary  expense  of  doing  business.  ( Also 
sec.  234,  art.  561.) 

(See  23-19-554;  sec.  326,  art.  851.)  Compensation  paid  officers 
based  on  percentage  of  gross  sales  of  each. 


Section  214(a)  1,  Article  106:  Treatment  of  Excessive  Compensation. 

(See  8-19-319;  sec.  311,  art.  781.)  Adjustment  of  salaries  paid 
during  prewar  period. 

1-19-54. 
Section  214  (a)  1,  Article  107 :  Bonnses  to  Employees.  O.  D.  87. 

Assuming  books  and  returns  on  an  accrual  basis,  deductions 
representing  a  distribution  to  employees  as  additional  compensation 
of  a  percentage  of  the  net  earnings  of  a  corporation  are  allowable 
only  m  the  return  for  the  year  in  which  such  expense  was  incurred. 
If  reported  otherwise,  amended  returns  should  be  filed. 


3^19-186. 
O.  D.  124. 

A  proportionate  part  of  the  par  value  of  a  company's  stock, 
delivered  to  a  trustee  to  be  held  in  escrow  for  the  benefit  of  certain 
employees  of  the  company,  which  stock  is  to  be  delivered  to  them  at 
the  expiration  of  a  number  of  years  in  recognition  of  faithful  service, 
may  be  taken  as  a  deduction  m  the  income  tax  returns  of  the  com- 
panv  for  each  of  sui;h  years  during  the  period  the  trustee  holds  the 
stock,  providing  the  corporation  keeps  its  bo<^  on  an  accrual  basis. 

If  the  employee  for  whom  the  stock  was  deposited  should  forfeit 
his  right  to  receive  the  stock,  the  corporation  must  report  as  income 
in  the  year  in  which  the  right  to  receive  the  stock  is  forfeited,  the 
amounts  taken  as  a  deduction  in  previous  years  on  account  of  the 
forfeited  stock. 

Section  214  (a)  1,  Article  109 :  Bentals. 

(See  3-20-689;  sec.  214  (a)  3,  art.  138.)     Assessments  for  local 
benefits  paid  by  tenant  for  landlord. 


6-20-727. 
O.  D.  397. 

a 

A  business  property  was  leased  for  a  term  of  years,  but  prior  to 
tJie  termination  of  the  lease  the  lessor  paid  a  fixea  sum  to  the  lessee 
for  its  cancellation. 

Held,  that  the  amount  so  paid  by  the  lessor  constitutes  a  business 
expense  and  that  he  may  deduct  an  aliquot  part  thereof  in  his  return 
for  the  year  in  which  the  lease  was  canceled  and  for  each  succeeding 
A'ear  the  lease  had  to  run. 
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1-19-6. 
Section  214(a)  1,  Article  111 :  When  Charges  Dednctihle.  O.  D.  B. 

A  receiver  of  a  corporation  may  deduct  receiver's  and  attor- 
ney's fees  actually  paid  during  the  year,  to  which  the  return  relates 
if  the  books  are  kept  on  the  basis  of  cash  receipts  and  disbursements ; 
if  the  books  are  kept  on  the  accrual  basis,  the  amount  of  such  fees 
accruing  during  the  taxable  year  may  be  deducted  even  though  the 
disbursement  was  not  actually  made  until  the  following  year.  (Also 
sec.  212  art.  23.) 

1-19-94. 
S.  023. 

A  report  of  a  master  in  chancery,  appointed  by  an  interlocu- 
tory decree  in  a  suit  for  damages  for  alleged  infringement  of  a  pat- 
ent, assessing  damages  against  the  taxpayer,  which  report  was 
filed  during  3ie  taxable  year,  but  was  not  confirmed  until  the  follow- 
ing year  when  jud^ent  was  entered  on  the  report,  can  not  be  re- 
garaed  as  a  determination  of  the  amount  of  the  claim,  and  no  de- 
duction for  the  taxable  year  is  permissible  in  regard  to  the  judgment 
referred  to. 

(See  3-19-188,  sec.  234,  art.  661.)  When  payments  of  liquidated 
damages  are  deductible. 

6-19-260. 
O.  D.  159. 

A  corporation  may  set  up  on  its  books  in  1918  a  contingent 
liability  without  prejudicing  its  right  to  deduct  the  item  in  a  proper 
year,  although  the  same  is  not  deductible  in  1918. 


8-20-687. 
O.  D. 371. 

The  New  York  State  franchise  tax  imposed  for  the  privilege  of 
doing  business  in  that  State  for  the  fiscal  year  of  the  State  ending 
October  31, 1920,  is  based  on  1918  income,  but  is  not  due  and  payable 
until  a  later  date.  A  taxpayer  making  a  calendar  year  return  on  an 
accrual  basis  may  deduct  two-twelfths  of  such  tax  in  his  return  for 
1919  and  ten-twelfths  in  his  return  for  1920.  (Also  sec.  214  (a)  3, 
art.  131.) 

(See  6-20-713:  sec.  214  (a)  3,  art.  131.)  Deduction  of  munitions 
tax  by  taxpayer  keeping  books  on  accrual  basis. 


6-20-728. 
O.  D.  398. 

Where  a  corporation  engaged  in  buying  and  selling  real  estate  pur- 
chases a  piece  of  property  and  holds  it  for  a  profit,  the  interest,  taxes, 
and  ordmary  repairs  incident  to  the  property  represent  charges  for 
the  year  in  which  paid  or  are  so  charged  upon  the  books  as  to  repre- 
sent liabilities  of  the  corporation  and  are  allowable  deductions  in 
computing  net  income  even  though  in  excess  of  the  gross  income  de- 
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rived  from  the  property.  Such  charges  are  not  capital  expenditures 
if  the  corporation  has  any  income  from  which  to  deduct  them  and 
they  should  not  be  added  to  the  cost  of  the  property  in  determining 
the  amount  of  gain  or  loss  arising  from  its  sale  except  to  the  extent 
that  the  corporation  has  no  gross  income  from  any  source  against 
which  to  deduct  such  expenditures  for  the  taxable  year  in  which  €bej 
.were  made. 


(See  8-20-754;  sec.  214  (a)  8,  art.  181.)  Deductibility  of  Federal 
income  tax  in  return  of  corporation  for  fiscal  year  ending  in  1917 
prior  to  October  8. 

SECTION  214(a)  2— DEDUCTIONS  ALLOWED:  INTEREST. 

Section  214(a)  2,  Article  121:  Interest 

(See  1-19-40;  sec.  218,  art.  80.)  Basis  of  computation  of  exempt 
interest  on  Liberty  loan  bonds. 


l-19-n50. 
S.  985. 
Interest  and  taxes  paid  by  a  corporation  in  connection  with 
the  construction  of  its  original  plant  are  deductible  from  its  gross 
income  under  the  Revenue  Act  of  1913,  even  though  such  payments 
are  properly  chargeable  to  capital  account  and  are  so  charged  by 
the  corporation  on  its  books,  provided  the  corporation  amends  its 
returns  so  as  to  exclude  the  interest  and  taxes  so  deducted  from  capi- 
tal account.     (Overruling  S-28.)     (Also  sec.  214(a)  8,  art.  131.) 


1-19-57, 
O.  D.  40. 

Interest  paid  or  accrued  on  indebtedness  incurred  to  purchase 
notes  of  the  Victory  Liberty  loan  constitutes  an  allowable  dMuction 
for  income  tax  purposes. 

(See  7-20-745 ;  sec.  250,  art.  1003.)  Interest  paid  or  accrued  under 
section  250. 

8-20-753. 
S.  1298. 
Payment  under  guaranty  of  interest  of  an  insolvent  principal  is  a 
legal  deduction  from  the  gross  income  of  the  corporation  making 
the  payment,  either  as  an  operating  expense  or  as  interest,  or  as  a 
bad  debt,  provided  it  is  charged  off  the  books  of  account  of  the 
guarantor.    (Also  sec.  214  (a)  1,  art.  101;  sec.  214  (a)  7,  art  151.) 


SECTION  214(a)  8— DEDUCTTIONS  ALLOWED:  TAXES. 

1-19-58. 
Section  21% (a)  3,  Article  131 :  Taxes.  O.  D.  41. 

The  10  per  cent  tax  which  is  imposed  on  a  corporation's  imdis- 
tributed  net  income  by  section  10(b)  of  the  Revenue  Act  of  1917, 
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is  not  an  allowable  deduction  from  the  gross  income  of  a  corpora- 
tion shown  on  an  income  tax  return. 


13-19-418. 
O.  D.  240. 

Additional  excise  taxes  assessed  against  a  corporation  under 
the  Revenue  Act  of  1909  and  paid  during  subsequent  years  are  allow- 
able deductions  from  the  ^ross  income  reported  on  the  corporation's 
return  for  the  year  in  which  paid ;  but  income  taxes  assessed  under 
the  Revenue  Acts  of  1918  or  1916  are  deductible  only  if  paid  prior  to 
January  1, 1917.     (Also  sec.  234,  art.  661.) 


22-19-586. 
O.  D.  287. 

An  individual  may  claim  as  a  deduction  the  amount  of  war  tax 
paid  on  facilities  furnished  by  public  utilities,  which  includes  tax  on 
railroad  and  steamship  fares,  and  the  war  tax  paid  on  admissions 
and  dues.  The  war  excise  taxes  imposed  by  section  904  and  paid 
by  the  purchaser  are  deductible,  but  the  war  excise  taxes  imposed 
by  section  900,  which  are  levied  against  and  paid  by  the  manufac- 
turer, producer,  or  importer,  are  not  deductiole  by  the  individual 
purchaser. 

(See  26-19-598;  sec.  222,  art.  381.)  Deduction  of  income  and  war 
profits  taxes  paid  to  .a  foreign  country  on  income  from  sources 
within  the  United  States. 

(See  3-20^87;  sec.  214  (a)  1,  art.  111.)  Deduction  of  New  York 
State  franchise  tax  in  returns  made  on  an  accrual  basis. 


8-20-688. 
O.  D.  872. 

The  Republic  of  Cuba  imposes  on  all  corporations  operating  sugar 
plantations  in  Cuba  a  tax  of  a  certain  amount  on  each  bag  ox  sugar 
produced.  Apparently  this  tax  is  based  on  production,  not  on  income, 
and  is  in  the  nature  oi  an  excise  tax.  Therefore  a  domestic  corpora- 
tion may  deduct  from  gross  income  in  its  return  to  the  United  States 
Government  the  amount  of  such  tax  paid  to  the  Cuban  Government, 
but  may  not  claim  the  amount  as  a  credit  against  the  total  tax  due 
to  the  United  States.    (Also  sec.  222,  art.  381.) 


5-20-713. 
A.  R.  M.  26. 

Munitions  taxes  are  properly  chargeable  against  the  income  of  the 
year  in  which  the  munitions  are  made  and  sold  or  otherwise  disposed 
of.  When  the  books  of  the  manufacturer  are  kept  upon  an  accrual 
basis  the  amount  of  such  taxes  should  be  included  as  a  deduction 
from  income,  and  the  liability  therefor  should  appear  upon  the  books 
of  account  of  the  company  at  the  close  of  the  taxable  year. 
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A  corporation  which  kept  its  books  on  an  accrual  basis  for  1916 
and  1917  should,  therefore,  accrue  munitions  taxes  for  1916  paid  in 
1917  on  its  books  for  1916  and  deduct  them  in  computing  its  taxable 
net  income  for  that  year.  Likewise  such  taxes  for  1917  should  be 
accrued  and  deductea  in  computing  its  taxable  net  income  for  1917. 
(Also  sec.  214  (a)  1,  art.  111.) 


5-20-714. 
O.  D.  387. 

The  tax  imposed  on  1918  income,  under  the  bonus  law  of  the  State 
of  Wisconsin,  passed  by  the  State  legislature  in  September,  1919, 
does  not  constitute  an  allowable  deduction  in  Federal  income  tax 
returns  for  1918,  and  amended  returns  for  that  year  can  not  be  ac- 
cepted; however,  such  tax  paid  in  1919  is  an  allowable  deduction 
in  the  taxpayers'  return  for  1919. 


5-20-715. 
O.  D.  388. 

A  taxpayer  whose  books  are  kept  on  the  receipts  and  disbursements 
basis  may  dedi^ct  from  gross  income  on  his  1919  return  automobile 
taxes  levied  against  him  by  the  State  of  Iowa  for  1919  and  1920, 
provided  he  actually  paid  such  taxes  during  1919.  If  the  books  of 
the  taxpayer  are  kept  on  the  accrual  basis,  then  only  the  amount  of 
such  tax  applicable  to  the  year  1919  may  be  taken  as  a  deduction  in 
preparing  his  1919  income  tax  return,  and  the  amount  which  repre- 
sents the  1920  tax  may  be  deducted  on  such  taxpayer's  1920  return, 
notwithstanding  the  fact  that  he  actually  paid  the  tax  for  both  years 
in  1919. 

8-20-754. 
S.  1305. 

RULING  UNDER  THE  ACT  OF  SEPTEMBER  8,  1016,  AS  AMENDED  BY  THE  ACT 

OP  OCTOBER  3,  1917. 

A  corporation  making  a  return  for  a  fiscal  year  ending  during  the 
calendair  year  1917,  but  prior  to  October  3,  is  not  entitled  to  d^uct 
from  gross  income  both  tne  Federal  income  tax  paid  prior  to  January 
1,  1917,  and  the  income  tax  accrued  on  its  booKS  of  account  during 
the  months  of  the  fiscal  year  falling  within  the  calendar  year  1916. 
Law  Opinions  341  and  360  explained.  (Also  sec.  214  (a)  1,  art.  Ill; 
sec.  234,  art.  561.) 

Section  214(a)  3,  Article  132:  Federal  Duties  and  Excise  4-19-216. 

Taxes.  O.  D.  137. 

Wholesale  liquor  dealers  who  exercised  option  to  include  excise 
taxes  in  cost  of  merchandise  in  calculating  inventory  may  not  now 
amend  such  inventory  and  treat  the  taxes  as  business  expenses. 


24-19-560. 
Seo.  214(a)  S,  Article  133:  Taxes  for  Local  Benefits.  T.  D.  2937. 

Article  133  of  Regulations  45  is  hereby  amended  to  read  as  follows: 

Art.  133.  Taxes  for  local  benefits. — So-called   taxes,   more  properly  assess- 
ments, paid  for  local  benefits,  such  as  street,  sidewalk,  and  other  like  improYe- 
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ments,  imposed  because  of  and  measured  by  some  benefit  Inuring  directly  to  the 
property  against  which  the  assessment  Is  levied,  do  not  constitute  an  allowable 
deduction  from  gross  Income.  A  tax  Is  considered  assessed  against  local  benefits 
when  the  property  subject  to  the  tax  Is  limited  to  the  property  benefited.  Spe- 
cial assessments  are  not  deductible,  even  though  an  incidental  benefit  may  Inure 
to  the  public  welfare.  The  taxes  deductible  are  those  levied  for  the  general 
public  welfare  by  the  proper  taxing  authorities  at  a  like  rate  against  all 
property  in  the  territory  over  which  such  authorities  have  jurisdiction.  Assess- 
ments under  the  statutes  of  California  relating  to  irrigation  and  of  Iowa  re- 
lating to  drainage,  and  under  certain  statutes  of  Tennessee  relating  to  levees, 
are  Uniited  to  property  benefited,  and  when  it  is  clear  that  the  assessments  are 
so  limited,  the  amounts  paid  thereunder  are  not  deductible  as  taxes.  When 
assessments  are  made  for  the  purpose  of  maintenance  or  repair  of  local  benefits, 
the  taxpayer  may  deduct  the  assessments  paid  as  an  expense  incurred  in  bus^ 
ness,  if  the  payment  of  such  assessments  is  necessary  to  the  conduct  of  his 
business.  When  the  assessments  are  made  for  the  purpose  of  constructing  local 
benefits,  the  payments  by  the  taxpayer  are  in  the  nature  of  capital  expenditures 
and  are  not  deductible.  Where  assessments  are  made  for  the  purpose  of  both 
construction  and  maintenance  or  repairs,  the  burden  is  on  the  taxpayer  to  show 
the  allocation  of  the  amounts  assessed  to  the  different  purposes.  If  the  alloca- 
tion can  not  be  made,  none  of  the  amounts  so  paid  is  deductible. 


24-19-561. 
O.  928. 
Taxpayers  should  be  required  to  show,  in  their  income  tax  re- 
turns, the  nature  of  assessments  paid  under  the  Illinois  drainage 
laws,  inasmuch  as  such  laws  provide  both  for  special  assessments  for 
benefits  and  for  general  taxation,  depending  in  some  instances  upon 
ordinances  promulgated  by  the  trustees  of  drainage  districts.  (Also 
sec.  234,  art.  561.) 

8^20-689. 
O.D.373. 

Assessments  for  local  benefits  paid  by  a  tenant  for  his  landlord 
according  to  agreement  are  held  to  be  additional  rent  paid  by  the 
tenant,  and  therefore  deductible  from  his  gross  income.  The  amount 
so  received  by  the  landlord  is  taxable  income  to  him,  but  because  of 
its  nature  is  not  an  allowable  deduction  from  his  gross  income. 
(Also  sec.  218  (a),  art.  48;  sec.  214  (a)  1,  art.  109.) 


18-19-419. 
Section  214  (a)  3,  Article  134 :  Inheritance  Taxes.  0. 812. 

Federal  estate  tax  is  not  deductible  from  gross  income  of  the 
estate  of  a  decedent  in  process  of  administration  in  ascertaining  the 
net  income  of  the  estate  subject  to  tax,  for  the  reason  that  this  tax  is 
imposed  upon  the  transfer  of  the  estate  and  not  upon  the  property 
composing  the  estate. 

24-19-562. 
T.  D.  2933. 

Income  tax — Decision  of  the  United  States  District  Court. 

(a)  The  tax  imposed  by  the  laws  of  New  York  upon  the  transfer 
of  property  by  will  or  under  the  intestate  laws  is  not  deductible  in 
ascertaining  the  taxable  net  income  of  the  legatee  or  distributee  under 
the  act  of  October  3,  1913.  It  is  not  a  "  tax  "  within  the  meaning  of 
the  provision  permitting  the  deduction  of  "  all  national.  State,  county, 
school,  and  municipal  taxes  paid  within  the  year."    (Sec.  IT,  par.  li.) 
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(b)  A  tax  upon  the  right  to  receive  an  interest  in  the  estate  of  a 
decedent  is  not  a  charge  either  against  the  person  receiving  the  in- 
terest or  the  property  or  right  accruing  to  him.  The  legatee  or  dis- 
tributee merely  receives  the  balance  due  after  payment  of  the  tax. 
He  does  not  receive  the  entire  interest  and  then  pay  the  tax ;  and  he 
is  consequently  not  entitled  to  deduct  the  amount  as  a  tax  paid  by  hinu 


SECTION  214(a),  4,  5,  6^DEDUCTI0NS  ALLOWED:  LOSSES. 

1-19-61. 
Section  214  (a),  4,  5,  6,  Article  141 :  Losses.  O.  780. 

A  loss  sustained  by  an  individual  from  the  sale  of  residential 
property  is  deductible  in  determininfi;  net  income  for  purposes  6f 
the  jJevenue  Act  of  1918  only  when  the  property  was  purchased  or 
constructed  by  him  with  a  view  to  its  subsequent  sale  for  pecuniary 
profit.  The  intent  in  i)urchasing  or  constructing  the  property  is  a 
question  of  fact  determinable  in  each  case  by  evidence  which  ^ould 
be  submitted  with  the  return.    . 


l-lfr-59. 
O.  D.  42. 

The  subletting  of  an  apartment  by  a  tenant  on  account  of  being 
required  to  make  his  residence  in  another  city,  is  held  not  to  be  a 
^^  transaction  entered  into  for  profit.'^  Therefore,  any  loss  sustained 
through  such  transaction  is  not  deductible  from  gross  income. 


2-19-149. 
O.  D.  108, 

If  a  taxpayer  makes  an  actual  bona  fide  sale  of  securities  at 
a  loss  in  1918,  the  loss  is  deductible  even  though  the  taxpayer  repur- 
chases the  securities  in  the  succeeding  year  at  the  same  price  tor 
which  they  were  sold.  However,  the  burden  of  proof  will  be  on  the 
taxpayer  to  show  that  the  sale  was  not  fictitious. 

4-19-218. 
O.  D.  138. 

Section  214(a)  5,  Revenue  Act  of  1918,  does  not  contemplate  that 
a  distinction  shall  be  made  between  an  investment  in  property  or 
securities  with  the  object  of  deriving  an  income  from  the  capital 
employed,  and  an  investment  which  is  made  for  the  purpose  of  real- 
izing a  profit  on  the  resale  of  the  property  or  securities  purchased. 


6-19-273. 
O.  D.  165. 

The  amount  of  a  loss  incurred  through  embezzlement  should  be 
reduced  by  the  reasonable  value  of  any  claim  against  the  embez- 
zler or  his  sureties  which  can  fairly  be  said  to  have  an  ascertainable 
value,  such  as  a  claim  against  a  surety  company. 
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e-19-279. 
O.  845. 

A  loss  incurred  bv  a  corporation  through  embezzlement  is  an 
allowable  deduction  from  gross  income  for  the  year  in  which  the  em- 
bezzlement occurred.  Where  the  embezzlement  is  not  discovered  in 
the  taxable  year. but  is  later  discovered  and  admitted  by  the  em- 
bezzler, a  part  of  the  money  being  promptly  recovered,  the  amount 
so  recovered  tends  to  diminish  the  amount  of  allowable  deductions 
on  account  of  the  embezzlement  for  the  year  in  which  the  embezzle- 
ment occurred,  and  is  ordinarily  not  returnable  as  income  in  the  year 
when  received.     (Solicitor's  Memorandum  698  modified.) 


10-19-367. 
T.  B.  R.  35. 

A  loss  sustained  from  the  sale  of  property  acquired  by  gift, 
bequest,  devise,  or  descent  (whenever  property  so  acquired  is  as  a 
matter  of  fact  acquired  for^purposes  of  profit)  is  a  deductible  loss 
from  gross  income.  Ordinary  investment  property  so  acquired  is  to 
be  treated  as  having  been  ao^uired  for  purposes  of  profit  unless  the 
conduct  of  the  recipient  furnishes  evidence  to  the  contrary. 


13-19-420. 
O.  D.  241. 
Where  a  pei-son  purchases  bonds  for  another,  guaranteeing  said 
bonds  against  any  loss,  and  a  loss  occurs  due  to  subsequent  insol- 
vency ox  the  corporation  issuing  same,  and  the  guarantor  makes 
good  the  loss,  the  same  is  not  deductible  within  the  meaning  of  sec- 
tion 214,  article  141,  of  the  Revenue  Act  of  1918,  unless  such  loss  oc- 
curs in  trade  or  business  or  in  a  transaction  entered  into  for  profit. 


18-19-482. 
T.  B.  R.  55. 

When  an  insured  loss  occurs  in  one  taxable  year  and  the  insur- 
ance is  not  recovered  during  that  year  the  taxpayer  should  com- 
pute his  loss  by  deducting  from  the  total  loss  the  estimated  amount 
of  the  recoverable  insurance.  The  loss  so  determined  should  be  de- 
ducted from  the  taxpayer's  gross  income  of  the  year  in  which  the 
loss  was  sustained.  If  subsequent  events  demonstrate  that  this  esti- 
mate was  substantially  incorrect,  an  amended  return  should  be  filed 
correctiijig  the  mistake. 

30-19-639. 
S.  1217. 
When  property  is  discarded  and  salvaged,  the  depreciation 
allowance  plus  the  salvage  value  may  slightly  exceed  or  fall  slightly 
below  the  cost  of  the  property.  In  the  case  of  a  gain  over  cost  this 
must  be  treated  as  income.  -  If  the  depreciation  allowance  plus  sal- 
vage falls  below  the  cost,  the  difiFerence  may  be  treated  as  a  loss. 

The  fact  that  a  taxpayer  in  past  years  neglected  to  allow  for  suffi- 
cient depreciation  does  not  make  the  resulting  discrepancy  between 
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the  book  values  of  equipment  and  its  salvage  value  at  the  time  it  is 
retired  from  service  deductible  as  a  loss  within  the  intent  of  Section 
II  G(b)  second,  act  of  October  3,  1913.  In  such  cases  the  taxpaj-er 
may  avail  himself  of  a  larger  deduction  for  depreciation  by  submit- 
ting amended  returns  for  previous  years,  and  showing  that  the  pre- 
vious depreciation  rate  was  not  reasonable. 


8-20-690. 
O.  D.  374. 

In  the  case  of  orchards  and  vineyards  acquired  subsequent  to 
March  1, 1913,  and  later  destroyed,  any  deduction  for  loss  should  be 
confined  to  the  amounts  of  capital  originally  invested  in  the  grow- 
ing trees  and  in  the  new  nursery  stock  which  was  totally  destroyed 
and  the  amount  expended  from  date  of  acquirement  to  date  oi  de- 
struction in  an  endeavor  to  bring  such  trees  and  stock  to  an  income- 
producting  stage,  if  not  previously  deducted  as  expenses,  eliminating 
all  expenditures  on  account  of  permanent  improvements  or  on  ac- 
count of  trees  and  vines  the  growth  of^which  was  merely  Retarded 
and  not  entirely  destroyed. 

8-20-691. 
O.  D.  375. 

If  a  taxpayer  purchases  royalty  interests  in  tracts  of  oil  land  (not 
including  title  to  the  land  itself)  and  such  interests  prove  worthless, 
as  evidenced  by  all  wells  drilled  proving  dry  or  failing  after  pro- 
ducing very  small  quantities  of  oil,  the  loss  sustained  is  an  allowable 
deduction  from  gross  income. 


4-20-703. 
O.  D.  380. 

An  individual  sustained  a  loss  in  191 8  ^ue  to  the  failure  and  liqui- 
dation of  two  corporations  in  which  he  owned  stock. 

Held  to  be  merely  a  loss  on  securities  rather  than  a  business  operat- 
ing loss,  as  contemplated  in  section  204  of  the  Revenue  Act  of  1918, 
and  deductible  only  in  his  return  for  1918.    (Also  sec  204,  art  1601.) 


7-20-739 
T.  D.  2972. 

Article  141  of  Regulations  45  is  hereby  amended  to  read  as  follows : 

Art.  141.  Losses. — Losses  sustained  during  the  taxable  year  and  not  com- 
pensated for  by  insurance  or  otherwise  are  fully  deductible  (except  by  non- 
resident aliens)  if  (a)  incurred  In  the  taxpayer's  trade  or  business,  ar  (b) 
incurred  in  any  transaction  entered  into  for  profit,  6r  (c)  arising  from  fires, 
storms,  shipwreck,  or  other  casualty,  or  from  theft.  They  must  usually  be 
evidenced  by  closed  and  completed  transactions.  In  the  case  of  the  sale  of 
assets  the  loss  will  be  the  difference  between  the  cost  thereof,  less  depreciation 
sustained  since  acquisition,  or  the  fair  market  value  as  of  March  1,  1913,  if 
acquired  before  that  date,  less  depreciation  since  sustained,  and  the  price  at 
which  they  were  disposed  of.  ( See  section  202  of  the  statute  and  articles  39-46 
and  1561.)  When  the  loss  is  claimed  through  the  destruction  of  property  by  fire, 
flood,  or  other  casualty,  the  amount  de<hictible  will  be  the  difference  between 
the  fnir  market  value  of  the  property  ns  of  March  1,  1913,  if  acquired  before 
that  date,  or  if  acquired  on  or  after  that  date,  its  cost,  and  the  salvage  valuo 
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thereof,  after  deducting  from  such  cost,  or  such  value  as  of  March  1,  1913,  the 
amount,  if  any,  which  has  been  or  should  have  been  set  aside  and  deducted  in 
the  current  year  and  previous  years  from  gross  income  on  account  of  deprecia- 
tion and  which  has  not  been  paid  out  in  making  good  the  depreciation  sus- 
tained. But  the  loss  should  be  reduced  by  the  amount  of  any  insurance  or  other 
compensation  received.  (See  articles  49  and  60.)  A  loss  in  the  sale  of  an  indi- 
vidual's residence  is  not  deductible.  Losses  in  illegal  transactions  are  not 
dMuctible.  Where  a  person  gives  property  away,  or  is  divested  thereof  by 
death,  no  realization  of  loss  results  therefrom. 


2-19-160. 
Section  214(a)  4,  5,  6,  Article  143:  Lots  of  Useful  Value.  O.  D.  102. 

No  deduction  representing  extraordinary  loss  due  to  prohibition 
legislation  is  allowable  in  the  case  of  vineyards  unless  such  leg- 
islation necessitates  the  abandonment  of  the  vineyards.  If  the  vine- 
yard is  abandoned  the  amount  deductible  as  a  loss  is  the  cost  of  the 
vineyard,  or  its  fair  market  value  as  at  March  1,  1913,  if  acquired 

Srior  to  that  date,  plus  cost  of  subsequent  improvements,  less  any 
epreciation  previously  charged  off  and  anv  salvage  value.  No  de- 
duction is  permitted  on  account  of  land.  If,  by  reason  of  legislation 
passed  in  1918,  the  abandonment  of  the  vineyard  occurs  in  1919,  the 
loss  deduction  may  be  equally  divided  between  1918  and  1919,  since 
the  law  prohibits  the  utilization  of  the  1919  crop  and  1919  income 
is  to  be  attributed  to  the  manufacture  and  sale  of  vintage  of  1918 
and  earlier  years.  (But  see  8-19-320  (0-862),  sec.  214  (a)  8;  art. 
161.) 

(See  3-19-190;  sec.  214(a)  8,  art.  162.)  Taxpayer  with  plant 
manufacturing  beer  bottles,  not  adapted  for  any  otner  purpose,  is 
entitled  to  a  deduction  for  obsolescence. 


Sectioii  214(a),  4,  6,  6,  Article  144:  Shrinkage  in  Securi-  9-19-341. 

ties  and  Stocks.  T.  D.  2882  (1). 

Insurance  companies  owning  securities  taken  at  market  value  may 
not,  under  section  38  of  the  Act  of  August  5,  1909,  deduct  from 
gross  income  as  depreciation  the  net  decrease  in  market  value  of 
such  securities. 

11-19-378. 
O.  D.  216. 
The  surrender  of  stock  for  the  purpose  of  wiping  out  an  oper- 
ating deficit  can  not  be  made  the  basis  of  a  deduction  in  the  returns 
of  the  individual  stockholders. 


(See  11-19-383;  sec.  219,  art.  343.)  Deduction  on  account  of 
shrinkage  in  the  value  of  property  owned  by  a  taxpayer  where  the 
return  is  filed  by  the  administrator  of  the  estate  for  a  decedent. 


(See  24-1^-668;  sec.  212,  art.  23.)     Accrued  losses  from  short  sales 
of  stock. 

107859**— 20— ^5 
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SBCTION  214(a)  7— DEDUCTIONS  ALLOWED:  BAD  DEBTS. 

24-19-564. 
Section  214(a)  7,  Article  151 :  Bad  Debts.  O.  D.  297. 

The  difference  between  the  face  value  of  a  note  and  the  amount 
received  in  compromiise  is  an  allowable  deduction,  provided  the  debtor 
has  no  assets  out  of  which  the  entire  amount  may  be  collected  \}j 
suit.  However,  where  the  debt  is  compromised  and  the  debtor  has 
assets  out  of  which  the  entire  debt  ooula  have  been  collected  through 
le^al  action,  the  difference  between  the  amount  received  in  compro- 
mise and  the  amount  claimed,  whether  admitted  or  diluted,  can 
not  be  allowed  as  a  bad  debt. 


(See  S-2&-768;  sec  214  (a)  2,  art  12L)    Payment  under  guar- 
anty of  interest  of  an  insolvent  principal 


SECTION  214(a)  S— DEDUCTIONS  ALLOWED:  DEPRECIATION. 

8-19-820. 
Section  818(a)  8,  Article  161:  Depreciation.  O.  862. 

(a)  Where  vineyards  planted  to  wine  grapes  appear  to  be 
rendered  useless  for  profitable  operation  as  vineyards  through  the 
enactment  of  prohibition  legislation,  but  the  owners  continue  to 
cultivate  them  in  the  hope  that  some  new  and  profitable  use  for  the 
crop  may  be  f ound^  a  reasonable  deduction  for  obsolescence  may  be 
clamied.  There  bemg  at  this  time  no  data  available  upon  which  a 
determination  of  what  constitutes  a  reasonable  deduction  may  be 
made,  a  tentative  deduction  of  one-half  the  loss  which  would  result 
from  the  total  abandonment  of  the  property  for  vineyard  purposes 
may  be  made  in  the  return  for  the  year  in  which  the  leg;islation  was 
enacted,  subject  to  adjustment  when  the  success  or  failure  of  the 
experiment  snail  have  been  satisfactorily  established. 

(b)  Where  vinevards  devoted  to  the  Rowing  of  wine  grapes  are, 
as  a  result  of  prohibition  legislation,  abandoned  as  vineyards  and 
the  vines  and  improvements  incidental  solely  to  grape  growing  are 
junked  and  the  land  employed  in  other  uses,  the  loss  directly  result- 
ing maj  be  deducted  in  determining  the  net  income  of  the  owner, 
care  being  taken  to  exclude  from  the  deduction  the  value  of  any  im- 
provements, such  as  installation  of  drainage  or  irrigation,  fencing, 
oreaking  up  of  the  soil,  and  similar  improvements  which,  while  in- 
cidental to  the  planting  of  the  vin^ard,  tend  to  permanently  im- 
prove the  ground  for  other  uses.  The  allowance  for  obsolescence 
will  be  distributed  over  the  period  elapsing  between  the  passage  of 
the  prohibition  measure  and  the  date  when  abandonment  occurs. 

(c)  In  general,  no  deduction  for  obsolescence  or  obsoleteness  is 
allowable  m  the  case  of  land,  but  in  exceptional  cases,  where  the 
loss  of  usefulness  through  prohibition  legislation  is  so  great  that 
the  land  practically  becomes  worthless,  tiie  taxpayer  mav,  upon  the 
proper  showing,  be  allowed  a  reasonable  deduction  on  that  account 
tor  the  land  as  well  as  for  the  vines  and  improvements.  In  this  case 
the  cost  or  value  used  as  the  basis  of  such  deduction  for  obsolescence 
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or  obsoleteness  may  properly  include  the  value  of  any  improvements 
which  when  made  were  regarded  as  permanently  improving  the 
land  and  which  have  not  heretofore  been  charged  off  as  expenses. 
In  the  case  where  the  entire  deduction  is  claimea  in  a  single  year  bv 
reason  of  actual  abandonment  on  accoimt  of  obsoleteness  of  land, 
vines,  and  improvements,  the  amount  of  such  deduction  will  be  the 
difference  between  the  value  on  March  1,  1918,  if  acquired  prior  to 
that  date,  or  the  cost,  if  acquired  on  or  after  that  date,  and  the 
salvage  or  junk  value,  taking  into  account  any  deductions  or  obso- 
lescence previously  allowed.  Where  a  reasonable  allowance  for 
obsolescence  is  claimed  before  actual  abandonment,  to  be  spread  over 
a  period  of  two  or  more  years,  care  must  be  taken  to  eliminate  from 
the  sum  used  as  the  basis  of  the  allowance  any  general  decrease  in 
the  value  of  real  estate  due  to  other  causes,  such  decrease  being  de- 
ductible only  when  definitely  determined  through  sale. 

(d)  Any  return  of  income  from  vineyard  property  in  which  a 
deduction  is  claimed  as  a  result  of  obsolescence  must  be  accompanied 
with  an  affidavit  setting  forth  fully  the  facts  necessary  to  a  de- 
termination of  the  loss  properly  chargeable  to  obsolescence  under 
the  rules  above  stated. 

(e)  Law  Opinion  524  and  Solicitor's  Memoranda  735,  797,  and 
872  are  modified  so  far  as  not  in  accord  herewith*  (Superseding 
4r-19-219  (T.  B.  M.  18),  sec.  214,  art  161.) 


4^20-704 
O.  D.  381 

No  amount  may  be  charged  oflF  in  any  year  in  anticipation  of 
obsolescence  of  a  building  which  may  become  obsolete  5  or  10  years 
later.  However,  a  certam  amount  of  obsolescence  may  be  claimed 
from  the  time  that  it  becomes  certain  that  at  a  definite  future  date 
the  building  will  be  obsolete.  The  figure  representing  obsolescence 
should  be,  approximately,  the  difference  between  the  fair  market 
value  of  the  building  as  of  March  1, 1918,  or  its  cost  if  acquired  after 
that  date,  less  depreciation,  and  the  estimated  salvage  value.  This 
obsolescence  should  be  spread  over  the  period  from  the  time  such 
obsolescence  becomes  certain  until  the  ouilding  becomes  obsolete 
and  should  be  claimed  in  the  returns  filed  for  those  years.  For 
instance,  the  fair  market  value  of  a  building  March  1,  1913,  was 
$30,000.  Its  depreciated  value  December  31,  1918,  was  represented 
by  $18,000,  and  its  estimated  salvage  value  will  be  $5,000  in  1920. 
At  that  time  (December  31,  1918)  it  was  definitely  determined  and 
certain  that  in  1920  the  building  would  have  to  be  torn  down  and 
rebuilt,  due  to  its  inadequacy  to  meet  the  growing  needs  of  the  in- 
dustry it  housed.  The  difference  between  the  depreciatd  value 
December  31,  1918,  namely,  $18,000,  and  its  estimated  salvage  value 
of  $5,000^  represents  obsolescence.  This  amount  of  $13,000  should 
be  spread  over  the  years  covering  the  period  1919  and  1920  and 
deductions  claimed  accordingly  on  the  returns  filed  for  those  years. 
In  cases  where  obsolescence  is  claimed  it  must  be  supported  by  facts 
which  will  enable  this  office  to  determine  whether  such  claim  is  proper 
and  allowable. 
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1-19-52. 
Section  214  (a)  8,  Article  162:  Depreciable  Property.  0.797. 

An  owner  of  an  orchard  which  has  reached  an  income-producing 
stage  is  entitled  to  deduct  from  gross  income  in  his  annual  tax  re- 
turns an  annual  allowance  for  depreciation,  based  upon  the  capital 
invested,  which  comprises  the  original  purchase  price  of  the  trees 
together  with  the  necessary  expenditures  incurred  in  bringing  them  to 
the  producing  age ;  and  tne  rate  of  depreciation  is  to  be  determined 
by  the  average  life  of  the  trees  under  normal  conditions. 


3-19-190. 
0.D.125. 

Property  consisting  of  a  plant,  including  equipment  for  the 
manufacture  of  beer  bottles,  which  because  of  restrictions  and  regu- 
lations by  the  United  States  Government  on  the  brewery  industry 
can  not  be  sold  and  in  consequence  the  factory  had  to  be  closed,  has, 
to  the  extent  the  property  or  plant  was  constructed  for  the  manu- 
facture of  beer  laottles  and  is  not  suited  or  adapted  for  any  other 
purpose  without  reconstruction,  become  obsolete.  The  corporation  to 
that  extent  is  entitled  to  a  deduction  for  obsolescence.  So  much  of 
the  shrinkage  in  value  of  the  plant,  if  any,  as  is  not  thus  due  to 
obsolescence  can  not  be  claimed  as  a  deduction  for  loss  until  the 
property  is  sold  or  becomes  worthless  and  the  loss  is  definitely  ascer- 
tained.    (Also  sec.  214  (a)  4,  art.  143.) 


7-19-291. 
T.  B.  M.  39. 

An  inventor  of  a  war  device,  which  undoubtedly  had  a  large 
value  on  January  1^  1918,  when  the  war  was  on  in  full  force,  can  not 
now  claim  a  deduction  for  depreciation  and  obsolescence  based  on  the 
value  of  the  intangible  property  as  of  that  date  and  on  December  31, 
1918,  after  the  signing  of  the  armistice,  when  it  is  claimed  it  had  a 
very  small  value. 

Section  214(a)  8,  Article  163:  Depreciation  of  In-  15-19-445. 

tangible  Property,  T.  B.  R.  44. 

(1)  Distillers  and  dealers  in  liquors  are  entitled  to  make  a  deduc- 
tion (based  upon  actual  cost  or  fair  market  value  as  at  March  1, 
1913)  from  gross  income,  on  account  of  depreciation  or  obsolescence 
of  their  intangibles,  such  sis  good  will,  trade-marks,  trade  brands,  etc, 
such  deductions  being  limited  to  assignable  assets,  the  value  of  which 
has  been  destroyed  by  prohibition  legislation,  and  (2)  in  arriving  at 
the  taxable  income  for  the  iSrst  taxable  year  ending  on  or  after  Janu- 
ary 31,  1918,  the  obsolescence  fully  accrued  on  that  date  is  to  be 
allowed  as  a  deduction  in  computing  the  income  subject  to  taxation 
under  the  Revenue  Act  of  1918,  plus  a  further  deduction  of  such 
proportion  of  the  remaining  value  of  the  intangible  assets  as  the 
interval  between  January  31,  1918,  and  the  end  of  the  taxable  year 
bears  to  the  total  interval  between  January  31, 1918,  and  January  16, 
1920  ( unless  at  an  earlier  date  the  taxpayer  discontinues  his  business, 
in  which  case  such  earlier  date  shall  mark  the  close  of  the  period) , 
and  (3)  for  any  taxable  year  following  the  taxable  year  just  referred 


INCOME  TAX  DIGESTS,  69 

to  a  deduction  in  respect  of  the  value  of  such  intangible  assets 
on  January  31,  1918,  based  upon  a  ratable  distribution,  will  be 
permissible.  

23-19-545. 
T.  D.  2929. 

Article  163,  Regulations  45,  is  modified  to  read  as  follows, 
by  eliminating  therefrom  the  last  sentence  reading:  "There  can  be 
no  such  allowance  in  respect  of  good  will,  trade  names,  trade-marks, 
trade  brands,  secret  formulae,  or  processes  " : 

Abt.  163.  Depreciation  of  intangible  property, — Intangibles  the  use  of  which 
in  the  trade  or  business  is  definitely  limited  in  duration  may  be  the  subject  of 
a  depreciation  allowance.  Examples  are  patents  and  copyrights,  Ucenses,  and 
franchisee  Intangibles  the  use  of  which  in  the  business  or  trade  Is  not  so 
limited  will  not  usually  be  a  proper  subject  of  such  an  allowance.  If,  however, 
an  intangible  asset  acquired  through  capital  outlay  is  known  from  experience 
to  be  of  value  in  the  business  for  only  a  limited  period,  the  length  of  which 
can  be  estimated  from  experience  with  reasonable  certainty,  such  intangible 
asset  may  be  the  subject  of  a  depreciation  allowance,  provided  the  facts  are 
folly  shown  in  the  return  or  prior  thereto  to  the  satisfaction  of  the  commis- 
sioner. 


24:-19-565. 
O.  D.  298. 

Deductions  from  gross  income  on  account  of  depreciation  or 
obsolescence  of  intangibles,  such  as  good  will,  trade-marks,  and  trade 
brands,  allowed  distillers  and  dealers  in  liquors,  are  also  applicable  to 
brewers.     (T.  B.  E.  44,  15-19^45;  sec.  214,  art.  163.) 


80-19-640. 
O.  D.  344. 

Depreciation  of  intangible  property  as  explained  in  article  163  of 
Herniations  45  applies  to  all  intangible  property  including  patents 
and  copyrights,  whether  acquired  for  cash,  other  property,  or  corpo- 
rate stock.    The  term  "  capital  outlay  "  includes  corporate  stock. 


Section  214(a)  8,  Article  164:  Capital  Sum  Becoyerable  21-19-524. 

Through  Depreciation  Allowances.  O.  D.  283. 

Replacement  value  of  property  can  not  be  substituted  for  the 
cost  of  the  property  as  the  cost  of  replacement  at  a  time  some  years  in 
the  future  is  a  speculative  figure  which  can  not  be  used  as  a  basis  for 
determining  an  annual  depreciation  charge.  The  depreciation  charge 
-will  replace  the  amount  of  the  original  capital  outlay,  which  may  be 
more  or  less  than  adequate  to  replace  the  item  to  which  it  applies. 
If  less  than  adequate,  new  capital  must  be  provided  from  surplus  or 
otherwise  to  effect  the  replacement. 


Section  214(a)  8,  Article  167:  Depreciation  of  Patent  20-19-506. 

or  Copyright.  T.  B.  R.  59. 

Revenue  Act  of  1916  as  amended  and  Revenue  Act  of  1917. 

(a)  Depreciation  of  patents  acquired  prior  to  March  1, 1913,  should 
be  taken  on  the  basis  of  their  fair  market  value  as  of  that  date,  if 
affirmative  and  satisfactory  evidence  of  such  value  is  offered. 
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(b)  Invested  capital  of  a  corporate  taxpayer  for  the  year  1917 
should  be  reduced  by  the  amount  of  its  income  tax  for  the  year  1916 
as  of  the  date  upon  which  such  tax  became  due  and  payable.  (Also 
sec.  326,  art.  846.) 

Section  214(a)  8,  Article  170:  Closing  Depreciation  Aooount. 

(See  30-l^-«39j  sec.  214  (a)  4,  5,  6,  art  141.)  Adjustment  of  d^ 
preciation  and  gam  or  loss  when  equipment  is  retired  from  use. 

SECTION  214(a)  9— DEDUCTIONS  ALLOWED:  AMORTIZATION. 

Section  214(a)  9,  Article  181 :  Scope  of  Frovision  for  Amortization. 

(See  15-19-462,  sec.  326.  art.  840.)  Effect  on  invested  capital  of 
amortization  deducted  under  the  munitions  manufacturers'  tax  law. 


(See  26-19-697;  sec  301,  art.  716.)     Amortization  when  part  of  in- 
come is  from  Government  contracts. 


Section  214(a)  9,  Article  182:  Property  Cost  of  Which  Kay  Be  Amortized. 

(See  16-19-464 ;  sec.  234,  art.  661.)  Equipment  for  manufacture  or 
production  of  sugar. 

Section  214(a)  9,  Article  184:  Cost  Which  May  Be  Amor-  6-19-249. 

tizcd.  T.  D.  2859. 

Paragraph  3  of  article  184,  Regulations  46,  Final  Edition,  is 
amended  to  read  as  follows: 

(8)  In  the  case  of  other  property  the  basis  for  amortization  calculation  shaU 
be  the  estimated  value  of  ttie  property  to  the  taxpayer  in  terms  of  its  actual 
use  or  employment  in  his  going  business,  such  value  in  no  case  to  be  leas  than 
the  sale  or  salvage  value  of  the  property :  Provided,  however.  That  In  no  case 
shaU  the  preliminary  estimate  (for  purposes  of  returns  to  be  made  in  1919)  of 
the  amount  of  such  amortization  exceed  25  per  cent  of  the  cost  of  the  property. 
In  the  final  determination  the  amount  of  the  amortization  aUowance  wiU  be 
ascertained  upon  the  basis  of  stable  postwar  conditions  under  regulations  to 
be  promulgated  when  these  conditions  become  apparent 


(See  8-20-692;  sec.  250,  art.  1005.)  Five  per  cent  penalty  and 
interest,  as  applied  in  cases  where  excessive  amortization  has  been 
deducted  in  returns. 

Section  214(a)  9,  Article  187 :  Bedetermination  of  Amorti-        81-19-646. 
zation  Allowance.  A.  B.  M.  10. 

That  part  of  section  214  (a)  9,  which  reads  "  at  any  time  within 
three  years  after  the  termination  of  the  present  war,"  is  construed  to 
place  a  limitation  only  upon  the  latest  date  before  which  the  con- 
templated redetermination  and  adjustment  of  amortization  must  be 
made,  and  not  upon  the  earliest  date  at  which  it  might  be  undertaken. 

Therefore,  taxpayers  need  not  await  the  formal  termination  of  the 
present  war,  but  may  present  to  the  commissioner  their  claim  for  a 
redetermination  at  any  time  prior  to  three  years  after  such  termina- 
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SECTION  214(a)  10— DEDUCTIONS  ALLOWED:  DEPLETION. 

Section  214(a)  10,  Article  202:  Capital  Becoverable  1-19'58. 

Througli  Depletion  Allowance  in  the  Case  of  Owner.  T.  B.  R.  4. 

The  amount  recoverable  by  a  taxpayer  without  liability  to  tax 
under  the  War  Revenue  Act  of  1918.  either  by  way  of  deduction  for 
depletion  or  of  the  return  of  capital  upon  the  sale  of  the  property, 
is  the  cost  of  the  property,  its  fair  market  value  at  March  1, 1913,  or 
within  30  days  after  discovery,  as  the  case  may  be,  minus  the  amount 
of  depletion  (based  upon  the  same  cost  or  value)  actually  sustained 

grior  to  January  1,  1918,  whether  or  not  all  of  such  amount  has 
een  allowed  for  the  purpose  of  computing  net  income  under  earlier 
income  tax  laws. 

2-20^74. 
A.  R.  M.  17. 

A  lessor  of  mining  property  who  waived  his  right  to  royalties  for 
several  years  on  account  of  the  fact  that  the  mine  was  operated  at  a 
loss,  and  received  all  of  the  royalties  in  the  year  1917,  may,  if  hd 
has  submitted  returns  for  those  years  on  a  cash  receipts  and  pay- 
ments basis,  deduct  from  the  income  received  in  1917  such  depletion 
allowance  as  appertains  to  that  income.    (Also  sec.  212,  art.  23.) 


81-19-647. 
Section  214  (a)  10,  Article  220 :  Oil  and  Gas  Wells.  T.  D.  2956. 

Article  220  (a) :  Discovery — ^Proven  Tract  or  Lease- 
Property  Disproportionate  Value. 
Article  221 :  Proof  of  Discovery  of  Oil  and  Gas  Wells. 

Regulations  45  are  hereby  amended  by  substituting  for  articles  220 
and  221  as  they  now  stand  the  following  three  articles : 

Abt.  220.  on  and  ffa$  «?eW«.— Section  214  (a)  (10)  and  section  234  (a)  (9) 
provide  that  taxpayers  who  discover  oil  and  gas  wells  on  or  after  March  1. 
1913,  may,  under  the  circumstances  therein  prescribed  determine  the  fair 
market  value  of  such  property  at  the  date  of  discovery  or  within  30  days  there- 
after for  the  purpose  of  ascertaining  allowable  deductions  for  depletion.  Be- 
fore such  valuation  may  be  made  the  statute  requires  that  two  conditions 
precedent  be  satisfied,  (1)  that  the  fair  market  value  of  such  property  (oil  and 
gas  wells)  on  the  date  of  discovery  or  within  30  days  thereafter  became  ma- 
terially disproportionate  to  the  cost,  by  virtue  of  the  discovery,  and  (2)  that 
Buch  oil  and  gas  wells  were  not  acquired  as  the  result  of  purchase  of  a  proven 
tract  or  lease. 

Abt.  220.  (a).  Discovery — Proven  tract  or  lease — Property  disproportionate 
value. — (1)  For  the  purpose  of  these  sections  of  the  Revenue  Act  of  1918,  an  oU  or 
gas  well  may  be  said  to  be  discovered  when  there  is  either  a  natural  exposure  of 
oil  or  gas,  or  a  drilling  that  discloses  the  actual  and  physical  presence  of  oil 
or  gas  in  quantities  suflacient  to  justify  commercial  exploitation.  Quantities 
sufficient  to  Justify  commercial  exploitation  are  deemed  to  exist  when  the  quan- 
tity and  quality  of  the  oil  or  gas  so  recovered  from  the  well  are  such  as  to 
afford  a  reasonable  expectation  of  at  least  returning  the  capital  invested  in 
such  well  through  the  sale  of  the  oil  or  gas,  or  both,  to  be  derived  therefrom. 

(2)  A  proven  tract  or  lease  may  be  a  part  or  the  whole  of  a  proven  area. 
A  proven  area  for  the  purposes  of  this  statute  shall  be  presumed  to  be  that 
portion  of  the  productive  sand  or  zone  or  reservoir  included  in  a  square  sur- 
face area  of  160  acres  having  as  its  center  the  mouth  of  a  well  producing  oil 
or  gas  In  commercial  quantities.  In  other  words,  a  producing  well  shall  be 
presumed  to  prove  that  portion  of  a  given  sand,  zone  or  reservoir  which  is  in- 
cluded in  an  area  of  160  acres  of  land,  regardless  of  private  boundaries.  The 
center  of  such  square  area  shall  be  the  mouth  of  the  well,  and  its  sides  shall  be 
parallel  to  the  section  lines  established  by  the  United  States  system  of  public 
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land  surveys  in  the  district  in  which  it  is  located.  Where  a  district  is  not 
covered  by  the  United  States  land  surveys,  the  sides  of  said  area  shall  run 
north  and  south,  east  and  west. 

So  much  of  a  taxpayer's  tract  or  lease  which  lies  within  an  area  proven 
either  by  himself  or  by  another  Is  "  a  proven  tract  or  lease  "  as  contemplated 
by  the  statute,  and  the  discovery  of  a  well  thereon  will  not  entitle  such  tax- 
payer to  revalue  such  well  for  the  purpose  of  depletion  allowances,  unless  the 
tract  or  lease  had  been  acquired  before  it  became  proven.  And  even  though  a 
well  is  brought  in  on  a  tract  or  lease  not  included  In  a  proven  area  as  hereto- 
fore defined,  nevertheless  it  may  not  entitle  the  owner  of  the  tract  or  lease  in 
which  such  well  is  located  to  revaluation  for  depletion  purposes,  if  such  tract 
or  lease  lies  within  a  compact  area  which  is  immediately  surrounded  by  proven 
land,  and  the  geologic  structural  conditions  on  or  under  the  land  so  inclosed 
may  reasonably  warrant  the  belief  that  the  oil  or  gas  of  the  proven  areas  ex- 
tends thereunder.  Under  such  circumstances  the  entire  area  is  to  be  regarded 
as  proven  land. 

(3)  The  "property"  which  may  be  valued  after  discovery  is  the  "welL** 
For  the  purposes  of  these  sections  the  "  well "  is  the  drill  hole,  the  surface 
necessary  for  the  drilling  and  operaUon  of  the  well,  the  oil  or  gas  content  of 
the  particular  sand,  zone,  or  reservoir  (limestone,  breccia,  crevice,  etc)  in 
which  the  discovery  was  made  by  the  drilling  and  from  which  the  production  is 
drawn,  to  the  limit  of  the  taxpayer's  private  bounding  lines,  but  not  beyond  the 
limits  of  the  proven  area  as  heretofore  provided. 

(4)  A  tax  payer  to  be  entitled  to  revalue  his  property  after  March  1,  1913, 
for  the  purpose  of  depletion  allowances  must  make  a  discovery  after  said  date 
and  such  discovery  must  result  in  the  fair  market  value  of  the  property  becom- 
ing disproportionate  to  the  cost  The  fair  market  value  of  the  property  will  be 
deemed  to  have  become  disproportionate  to  the  cost  when  the  output  of  such 
well  of  oil  or  gas  affords  a  reasonable  expectation  of  returning  to  the  taxpayer 
an  amount  materially  in  excess  of  the  cost  of  the  land  or  lease  if  acquired 
since  March  1, 1913,  or  its  fair  market  value  on  March  1,  1918,  if  acquired  prior 
thereto,  plus  the  cost  of  exploration  and  development  work  to  the  time  the  well 
was  brought  in. 

Art.  221.  Proof  of  Discovery  of  Oil  and  Oas  Wells. — ^In  order  to  meet  tbe 
requirements  of  the  preceding  article  to  the  satisfaction  of  the  commissioner 
the  taxpayer  will  be  required,  among  other  things,  to  submit  the  following  with 
his  return:  (a)  A  map  of  convenient  scale,  showing  the  location  of  the  tract 
and  discovery  well  in  question  and  of  the  nearest  producing  well,  and  the  de- 
velopment for  a  radius  of  at  least  <hree  miles  from  the  tract  in  question,  both 
on  the  date  of  discovery  and  on  the  date  when  the  fair  market  value  was  set ; 
(b)  a  certified  copy  of  the  log  of  the  discovery  well,  showing  the  location,  the 
date  drilling  began,  the  date  of  completion,  and  the  beginning  of  production,  the 
formations  penetrated,  the  oil,  gas  and  water  sands  penetrated,  the  casing 
record,  including  the  record  of  perforations,  and  any  other  information  tending 
to  show  the  condition  of  the  well  and  the  location  of  the  sand  or  zone  from 
which  the  oil  or  gas  is  produced  on  the  date  the  discovery  was  claimed;  (c) 
a  sworn  record  of  production,  clearly  proving  the  commercial  productivity  of 
the  discovery  well;  (d)  a  sworn  copy  of  the  records,  showing  the  cost  of  the 
property ;  and  (e)  a  full  explanation  of  the  method  of  determining  the  value 
on  the  date  of  discovery  or  within  30  days  thereafter,  supported  by  satisfactory 
evidence  of  the  fairness  of  this  value. 


Section  214(a)  10,  Article  222:  Charges  to  Capital  26-19-589. 

and  to  Expense  in  the  Case  of  Mine.  O.  D.  314. 

All  expenditures  by  a  mining  company  for  prospecting  and  de- 
velopment for  the  purpose  of  enlarging  the  business  or  continuing  it 
beyond  its  present  limits  must  be  charged  to  capital  account. 


Section  214(a)    10,  Article  228:  Capital  Eecoverable  1-19-60. 

Through  Bepletion  Allowance  in  the  Case  of  limber.  O.  D.  43. 

In  the  case  of  timber  land  acquired  prior  to  March  1,  1913,  de- 
pletion may  be  based  on  the  average  value  on  that  date  of  all  timber 
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located  in  a  single  oj^ration  unit.  In  other  words,  the  average  value 
may  be  determined  independently  for  each  separate  operation  unit. 
A  separate  operation  unit  should  include  all  timber  which  should 
logically  be  manufactured  at  a  single  definite  mill  site. 


Section  214  (a)  10,  Article  234:  Determination  of  Fair  1&-19-483. 

Market  Value  of  Timber.  T.  D.  2916. 

The  final  edition  of  Kegulations  45  is  amended  by  the  insertion 
of  article  234,  as  follows: 

Abt.  234.  Determinaiion  of  fair  market  value  of  timber. — ^Where  the  fair 
market  value  of  the  property  at  a  specified  date  in  lieu  of  the  cost  thereof  is  the 
basis  for  depletion  and  depreciation  deductions,  such  value  must  be  determined, 
subject  to  approval  or  revision  by  the  commissioner,  by  the  owner  of  the  proi> 
erty  in  the  light  of  the  most  reUable  and  accurate  information  with  reference  to 
the  condition  of  the  property  as  it  existed  at  that  date,  regardless  of  all  subse- 
quent changes,  such  as  changes  in  surrounding  circumstances,  in  methods  of 
exploitation,  in  degree  of  utilization,  etc.  The  value  sought  should  be  that 
established  assuming  a  transfer  between  a  willing  seller  and  a  willing  buyer  as 
of  that  particular  date.  No  rule  or  method  of  determining  the  fair  market 
value  of  timber  property  is  prescribed,  but  the  commissioner  will  give  due 
weight  and  consideration  to  any  and  all  facts  and  evidence  having  a  bearing  on 
the  market  value,  such  as  cost,  actual  sales,  and  transfers  of  similar  properties, 
market  value  of  stock  or  shares,  royalties  and  rentals,  value  fixed  by  the  owner 
for  purposes  of  the  capital  stock  tax,  valuation  for  local  or  State  taxation, 
partnership  accountings,  records  of  litigation  in  which  the  value  of  the  property 
was  in  question,  the  amount  at  which  the  property  may  have  been  inventoried 
in  probate  court,  disinterested  appraisals  by  approved  methods,  and  other  fac- 
tors. For  depletion  purposes  the  cost  of  the  timber  or  its  fair  market  value  at 
a  specified  date  shall  not  include  any  part  of  the  cost  or  value  of  the  land. 


Section  214(a)  10,  Article  235:  Determination  of  Qnantity        18-19-183. 
of  Timber.  T.  D.  2916. 

The  final  edition  of  Regulations  45  is  amended  by  the  inser- 
tion of  article  235,  as  follows : 

Art.  236.  Determination  of  quantity  of  timher. — Each  taxpayer  claiming  a 
deduction  for  depletion  is  required  to  estimate  with  respect  to  each  separate 
timber  account  the  total  units  (feet  board  measure,  cords,  or  other  units)  of 
timber  reasonably  known  or  on  good  evidence  believed  to  have  existed  on  the 
ground  on  March  1,  1913,  or  on  tiie  date  of  acquisition  of  the  property,  as  the 
case  may  be.  The  taxpayer,  according  to  his  best  knowledge  and  belief  and  in 
tbe  light  of  tiie  most  accurate  and  reliable  information,  will  estimate  the  num- 
ber of  units  of  timber  actually  present  upon  the  specified  date.  This  estimate 
will  state  the  number  of  units  which  would  have  been  found  present  by  a  careful 
estimate  made  on  the  specified  date  with  the  object  of  determining  100  per  cent 
of  the  quantity  of  timber  which  the  area  would  have  produced  on  that  date  If 
all  of  the  merchantable  timber  had  been  cut  and  utilized  in  accordance  with  the 
standards  of  utilization  prevailing  in  that  region  at  that  time. 

If  subsequently  during  the  ownership  of  the  taxpayer  making  the  return, 
additional  units  of  timber  are  found  to  be  available  for  utilization  as  the  re- 
sult of  the  growth  of  the  timber,  of  closer  utilization  of  the  timber,  of  the 
utilization  of  species  of  trees  not  formerly  utilized,  of  underestimates  of  the 
quantity  of  timber  available  on  the  specified  date,  etc.,  which  were  not  taken 
Into  account  in  estimating  the  number  of  units  for  purposes  of  depletion,  or 
if  it  shall  be  found  in  the  course  of  operation  that  timber  included  in  the  esti- 
mate is  not  merchantable  as  the  result  of  deterioration  through  rot  or  other- 
wise, or  that  the  original  estimate  was  too  great,  a  new  estimate  of  the  re- 
coverable units  of  timber  (but  not  of  the  cost  or  the  fair  market  value  at  a 
specified  date)  shall  be  made  and  when  made  shall  thereafter  constitute  a  basis 
for  depletion.  In  the  selection  of  the  unit  or  units  of  estimate  the  custom  ap- 
plicable to  the  given  type  of  timber  in  the  given  region  should  be  considered. 
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SECTION  214(a)   11— DEDUCTIONS  ALLOWED:  CHARITABLB 

CONTRIBUTIONS. 

1-10-56. 
Section  214(a)  11,  Article  261 :  Charitable  Contribntioiu.  O.  D.  39. 

Contributions  by  citizens  of  a  city  to  a  fund  raised  for  the  purpose 
of  inducing  an  inaustrial  plant  to  locate  in  their  city  are  not  deducti* 
ble  in  calculating  net  income  for  income  tax  purposes. 


1-19-6L 
O.D.44. 

Contributions  to  the  National  Dry  Federation  are  not  deductible. 


2-19-152. 
O.  D.  104. 

Contributions  made  for  the  purpose  of  purchasing  land  and  im- 
proving same  for  use  as  a  public  park  or  recreation  ground,  which 
IS  to  be  dedicated  as  a  memorial  to  soldiers  and  sailors  who  served  in 
the  late  war,  are  not  deductible  for  income  tax  purposes. 


8-19-191. 
S.  992. 

Contributions  to  the  (Council  of  National  Defense  are  deduct- 
ible for  purposes  of  the  income  tax  by  individuals  both  under  the 
Bevenue  Act  of  1917  and  the  Revenue  Act  of  1918,  up  to  the  amount 
of  15  per  cent  of  the  net  income  of  the  taxpayer. 


8^19-192. 
O.  D.  126. 

The  value  of  property  given  by  an  individual  to  a  public  high 
school  for  athletic  purposes  is  not  deductible  in  the  income  tax  return 
of  such  individual. 

(See  8-19-181,  sec.  218  (b) ,  art.  77. )  Owner  of  nontax-free  Liberty 
bonds,  making  a  gift  of  the  coupons  attached,  to  an  institution  under 
section  214 (a J,  11. 

S-19-321. 
S.  1052. 

A  contribution  or  gift  of  money  to  a  board  of  education  of  a 
school  district,  which  has  been  created  a  body  corporate  by  the  laws 
of  the  State,  is  an  allowable  deduction  in  computing  net  income. 


8-19^22, 
O.  D.  185. 

Proportionate  share  of  contributions  made  by  partnership  to 
charitable  organizations  may  be  claimed  as  deduction  by  individ- 
ual member  to  amount  not  in  excess  of  15  per  cent  of  taxpayer's 
net  income  computed  without  benefit  of  paragraph  11,  section  214 (a), 
Revenue  Act  or  1918. 
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11_19_379. 
O.  D.  217. 
Contributions    to    a    familv    cemetery    corporation    organized 
under  the  laws  of  the  State  of  New  York  are  not  allowable  deduc- 
tions. 


(See  20-19-511,  sec.  219,  art.  341.)  Deductibility  by  an  estate  or 
trust  of  income  set  aside  for  a  charitable  corporation  not  yet  in 
operation. 

23-19-546. 
S.  1176. 

Contributions  or  gifts  for  the  support  of  an  association  organ- 
ized and  operated  exclusively  for  the  purpose  of  giving  musical  con- 
certs, the  programs  being  of  an  educational  character,  and  no  part 
of  the  net  earnings  under  its  charter  inuring  to  the  benefit  of  any 
private  stockholder  or  individual,  are  deductible,  within  the  limits 
prescribed  by  the  statute,  in  ascertaining  the  net  income  of  the  donor. 
(Also  sec.  231,  art.  517.) 

24-19-566. 
O.  D.  299. 

Premiums  paid  on  a  life  insurance  policy  are  allowable  deduc- 
tions from  gross  income  when  the  beneficiary  is  a  charitable  corpora- 
tion exempt  from  tax,  provided  the  beneficiary  named  can  not  be 
changed  at  the  option  of  the  insured  and  the  sum  of  the  annual  pre- 
mium plus  other  allowable  charitable  contributions  does  not  exceed 
15  per  cent  of  the  taxpayer's  net  income. 


2ft-19-590. 
A,  R.  M.  2. 

Pew  rents  and  so-called  assessments  and  dues  paid  to  churches 
are  to  be  regarded  as  ^^contributions"  within  the  meaning  of  sec. 
214(a)  11,  Revenue  Act  of  1918. 


27-19-602. 
S.  1202. 

Contributions  made  to  a  fund  established  for  the  pensioning 
of  members  of  a  municipal  police  force,  where  such  fund  is  in  control 
of  a  committee  constituted  by  law,  are  contributions  to  charity  within 
the  meaning  of  section  214(a),  paragraph  11,  of  the  Revenue  Act  of 
1918,  and  are  deductible  in  computing  the  net  income  of  the  persons 
making  such  contributions. 

30-19-641. 
O.  D.  345. 

An  association  incorporated  under  the  laws  of  Porto  Rico  for  the 
purpose  of  soliciting  and  obtaining  donations  to  be  used  in  recon- 
struction work  and  for  charitable  purposes  in  portions  of  Porto  Rico 
devastated  by  earthquake  and  tidal  wave  is  held  to  be  an  association 
organized  and  operated  exclusively  for  charitable  purposes. 

Contributions  to  such  an  association  by  individuals  are  deductible 
in  income  tax  returns  which  are  subject  to  jurisdiction  of  the  Bureau 
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of  Internal  Ee venue  to  the  extent  provided  in  section  214(a)  11, 
Kevenue  Act  of  1918.  Contributions  by  corporations  to  such  an 
association  are  not  deductible. 

Income  tax  returns  filed  in  Porto  Rico  are  beyond  the  jurisdiction 
of  the  Bureau  of  Internal  Eevenue. 


5-20-T16. 
O.  D.  389. 

The  Community  Service  (Inc.)  is  a  charitable  and  educational  cor- 
poration exempt  from  taxation  under  the  provisions  of  section  231 
(6)  of  the  Revenue  Act  of  1918  and,  therefore,  contributions  made  to 
it  by  individuals  are  deductible  to  the  extent  provided  in  section  214 
(a)  11.    (Also  sec.  231,  art.  517.) 


6-20-729. 
T.  D.  2966. 

Article  25l  of  Regulations  45  is  hereby  amended  to  read  as  follows : 

Art.  251.  Charitable  contributions. — Ck>Dtributions  or  gifts  within  the  taxable 
year  are  deductible  to  an  aggregate  amount  not  in  excess  of  15  per  cent  of  the 
taxpayer's  net  income,  including  such  payments,  if  made  (a)  to  corporations 
or  associations  of  the  kind  exempted  from  tax  by  subdivision  (6)  of  section  231 
of  the  statute,  or  (b)  to  the  special  fund  for  vocational  rehabilitation  under  the 
Vocational  Rehabilitation  Act  of  June  27,  1918.  (For  a  discussion  of  what  cor- 
porations and  associations  are  included  within  (a)  see  article  517.)  A  gift  to 
u  common  agency  (as  a  war  chest)  for  several  such  corporations  or  associations 
is  treated  like  a  gift  direct  to  them.  In  connection  with  claims  for  this  dedac- 
tion  there  shall  be  stated  on  returns  of  income  the  name  and  address  of  each 
organization  to  which  a  gift  was  made,  and  the  approximate  date  and  the 
amount  of  the  gift  in  each  case.  Where  the  gift  is  other  than  money,  the  basis 
for  calculation  of  the  amount  of  the  gift  shall  be  the  cost  of  the  property.  If 
acquired  after  February  28,  1913,  or  its  fair  market  value  as  of  March  1,  1913, 
if  acquired  prior  thereto,  after  deducting  from  such  cost  or  value  the  amount, 
if  any,  which  has  been  or  which  should  have  been  set  aside  and  deducted  in  the 
current  year  and  previous  years  from  gross  income  on  account  of  depreciation, 
and  which  has  not  been  paid  out  in  making  good  the  depreciation  sustained.  A 
gift  of  real  estate  to  a  city  to  be  maintained  perpetually  as  a  public  park  is  not 
an  allowable  deduction.  This  article  does  not  apply  to  gifts  by  partnershii>s, 
estates  and  trusts,  or  corporations.  (See  sections  218  and  219  of  the  statute 
and  articles  561  and  56?  ^ 


7-20-740. 
0. 979. 

Where  a  gift  is  other  than  money,  the  basis  of  calculation  of  the 
amount  of  the  gift  for  the  purpose  of  the  deduction  allowed  under 
section  214  (a)  11  shall  be  the  cost  of  the  property  or  its  fair  market 
value  as  of  March  1, 1913,  if  acquired  prior  thereto,  after  deducting 
from  such  cost  or  value  the  amount,  if  any,  which  has  been  or  should 
have  been  set  aside  and  deducted  in  the  current  year  and  previous 
years  from  gross  income  on  account  of  depreciation  and  which  has 
not  been  paid  out  in  making  good  the  depreciation  sustained.  (The 
reasons  for  this  ruling  were  published  in  full  in  Bulletin  7-20,  p.  22.) 


8-20-755. 
S.  1246. 
Contributions  or  gifts  made  to  a  corporation  organized  and  oper- 
ated exclusively  for  the  purpose  of  erecting  and  maintaining  monu- 
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merits  or  other  like  memorials  are  not  allowable  deductions  in  com- 
puting net  income  of  individuals  contributing  thereto,  even  though 
uo  part  of  the  net  earnings  of  such  corporation  inures  to  the  benefit 
of  any  private  stockholder  or  individual,  such  corporations  not  being 
charitable  or  educational  institutions  within  the  meaning  of  the 
Revenue  Act  of  1918.  The  status  of  corporations  whose  purposes  in- 
volve a  positive  dissemination  of  knowledge  should  be  determined  on 
proper  facts  submitted  in  each  case.    (Also  sec  231,  art.  517). 


8-20-756. 
T.  D.  2977. 
Article  251  of  Eegulations  45  is  amended  to  read  as  follows : 

Abt.  251.  Charitable  cordributions. — Contributions  or  gifts  within  the  taxable 
year  are  deductible  to  an  aggregate  amount  not  in  excess  of  15  per  cent  of  the 
taxpayer's  net  income,  Including  such  payments,  if  made  (a)  to  corporations  or 
associations  of  the  kind  exempted  from  tax  by  subdivision  (6)  of  section  231  of 
the  statute,  or  (b)  to  the  special  fund  for  vocational  rehabilitation  under  the 
Vocational  Rehabilitation  Act  of  June  27,  1918.  (For  a  discussion  of  what  cor- 
porations and  associations  are  included  within  (a)  see  article  517.)  A  gift  to  a 
common  agency  (as  a  war  chest)  for  several  such  coriwrations  or  associations 
is  treated  like  a  gift  directly  to  them.  In  connection  with  claims  for  this  de- 
duction there  shall  be  stated  on  returns  of  income  the  name  and  address  of  each 
organization  to  which  a  gift  was  made,  and  the  approximate  date  and  the 
amount  of  the  gift  in  each  case.  Where  the  gift  is  other  than  money,  the  basis 
for  calculation  of  the  amount  of  the  gift  shall  be  the  cost  of  the  property  or  its 
fair  market  value  as  of  March  1,  1913,  if  acquired  prior  thereto,  less  any  de- 
preciation sustained.  A  gift  of  real  estate  to  a  city  to  be  maintained  perpetu- 
ally as  a  public  park  is  not  an  allowable  deduction.  The  proportionate  share  of 
contributions  made  by  a  partnership  to  corporations  or  associations  of  the  kind 
included  in  (a)  above  and  to  the  special  fund  for-  vocational  rehabilitation 
specified  in  (b)  may  be  claimed  as  deductions  in  the  i)ersonal  returns  of  the 
partners  to  an  amount  which,  added  to  the  amount  of  such  contributions  made 
by  the  partner  individually,  is  not  in  excess  of  15  per  cent  of  the  partner's  net 
income  computed  without  the  benefit  of  the  deduction  for  such  contributions. 
However,  the  contributions  made  by  the  partnership  shall  not  be  deducted 
from  its  gross  income  in  ascertaining  the  amount  of  its  net  income  to  be  re- 
ported on  Form  1065  (revised).     (See  art.  321.) 


SECTION  214(a)  12— DEDUCTIONS  ALLOWED:  LOSS  IN  INVENTORY. 

Section  214(a}  12,  Article  261:  Losses  in  Inventory  and  3-19-198. 

from  Bebates.  T.  B.  R.  10. 

In  the  case  of  a  taxpayer  making  a  return  for  a  fiscal  year 
beginning  in  1917  and  ending  in  1918,  sections  214(a)  12  and  234(a) 
14,  relating  to  loss  in  inventory,  apply  to  the  computation  of  the 
tax  under  the  Eevenue  Act  of  1916  ana  the  Revenue  Act  of  1917  at 
the  1917  rates,  as  well  as  to  the  computation  under  the  act  of  1918 
at  the  1918  rates. 

5-19-251. 
T.  B.  R.  15. 

Goods  ordered  in  1918  and  delivered  in  1919,  where  title  has 
not  passed  until  subsequent  to  the  close  of  the  taxable  year  1918,  can 
not  be  included  in  the  1918  inventory,  and  any  loss  realized  upon  such 
transactions  are  losses  of  the  taxable  year  1919. 


78  IKGOME  TAX  DIGESTS, 

8-l»-323. 
O.  D.  186. 

Claims  for  losses  in  inventories  of  the  taxable  year  1918  are  to 
embrace  all  items  of  the  taxpayer's  inventories,  so  that  gains  made  in 
any  sales  of  certain  items,  or  classes  of  goods,  will  be  used  to  offset 
losses  in  others,  and  the  net  result  as  to  the  entire  inventory  deter- 
mined. If  the  final  computation  shows  a  net  gain  over  all  inventory 
items  sold,  no  claim  for  loss  in  any  particular  item  or  items  will  bie 
sustained. 

17-19-471. 
O.  D.  263. 

Shrinkage  in  inventory  values  sustained  during  1919  by  a  part- 
nership business  which  prior  to  November  4,  1918,  was  o^rated 
as  a  corporation  may  not  oe  taken  as  a  deduction  from  the  net  income 
of  tiie  corporation  for  the  taxable  year  1918.  The  change  from  corpo- 
ration to  partnership  precludes  the  individual  taxpayer  from  charg- 
ing any  net  losses  a^amst  the  former  corporation  taxpaver  as  such, 
even  though  the  individual  partners  were  stockholders  of  the  former 
corporation.    (Also  sec.  284(a)  14,  art  561.) 


28-19-614. 
Section  214(a)  12,  Article  262:  Loss  from  Sebates.  A.  B.  M.  4. 

Rebates  actually  paid  after  the  close  of  the  taxable  year,  other 
than  those  paid  in  pursuance  of  contracts  entered  into  during  such 
year  upon  sales  made  during  such  vear,  are  not  allowable  deductions 
under  section  214(a)  12,  Be  venue  Act  of  1918. 


4r-2O-706. 
O.  D.  382. 

Rebates  made  during  1919  on  account  of  defective  goods  pur- 
chased in  1918  are  not  of  the  class  referred  to  in  section  214  (a)  12 
or  section  234  (a)  14  of  the  Revenue  Act  of  1918  and  can  not,  there- 
fore, be  included  in  a  claim  for  abatement  or  refund  filed  under  the 
previous  of  those  sections. 

1-19-64. 
Section  214(a)  12,  Article  263:  Loss  in  Inventory.  O.  D.  47. 

In  fixing  the  cost  of  the  manufactured  articles  inventoried,  all  of 
the  costs  of  manufacture  applicable  to  the  particular  article  may 
be  taken  into  consideration,  but  no  claim  will  be  allowed  for  specu- 
lative or  anticipated  profits.  No  claim  should  be  made  for  the  loss  of 
an  anticipated  profit  on  labor  or  material  used  in  producing  the 
articles. 

12-19-402. 
T.  B.  M.  52. 

An  inventory  loss  can  not  be  proven  by  evidence  showing  that  a 
loss  has  been  sustained  in  respect  of  a  part  of  the  inventory,  with- 
out showing  that  the  amount  of  the  loss  for  which  the  claim  has 
been  filed  has  not  been  offset  by  profits  made  on  the  remainder  of  the 
inventory.  "  Temporary  fluctuation,"  as  used  in  the  statute,  means  a 
fluctuation  in  prices,  which  does  not  develop  into  a  steady  settled 
market.    (Also  sec.  214(a)  12,  art.  267.) 
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ft-20-717. 

O.  D.  390. 

An  established  loss  through  reduction  after  the  close  of  the  taxable 
year  1918  in  the  value  of  liquor  inventoried  at  the  close  of  that  year 
and  remaining  unsold  at  the  close  of  the  taxable  year  1919  constitutes 
an  allowable  deduction  under  section  214  (a)  12  of  the  Revenue  Act 
of  1918.  The  lack  of  market  for  and  lack  of  market  value  of  the 
liquor  must  be  established. 

8-19-194 
Seetion  214(a)  12,  Article  266 :  Glaima.  T.  B.  B.  9. 

A  taxpayer  filing  a  claim  for  abatement  for  loss  in  inventory 
should  be  required  to  base  his  claim  in  good  faith  upon  all  the  infor- 
mation available  to  him  at  the  time  of  filing  his  return  for  the 
taxable  year  1918. 

fr-19-276. 
O.  D.  164. 

In  case  a  taxpayer  filed  claim  for  abatement  based  on  fact  that 
he  has  sustained  substantial  loss  from  reduction  in  value  of  inven- 
tory, bond  having  been  furnished,  payment  of  second  installment 
of  tax  should  be  based  upon  the  tax  computed  on  an  amount  of 
net  income  remaining  after  deducting  therefrom  amount  represented 
by  the  claim.  ^  Abatement  claims  may  be  supplemented  by  support- 
ing data  relative  to  inventory  pending  consideration  of  claim* 


Section  214(a)  12,  Article  268:  Effect  cf  Claim  In  11-19-380. 

Abatement.  O.  D.  218. 

Where  a  partnership  desires  to  avail  itself  of  the  provisions  of 
flection  214(a)  12^  and  section  284 fa)  14  of  the  Revenue  Act  of  1918, 
it  is  necessary  for  each  member  oi  the  partnership  to  file  a  separate 
claim  in  abatement  with  respect  to  the  tax  assessed  against  his  pro 
rata  share  of  the  profits  of  the  firm.  Each  partner  will  also  be  re- 
quired to  furnish  a  separate  bond  in  the  requisite  amoimt  as  required 
by  article  268  of  the  Kegulations.     (Also  sec.  218,  art.  821.) 


21-19-525. 
T.  D.  2925. 

Bonds  under  sections  214(a)  (12),  284(a)  (14),  and  1820  of  the 
Bevenue  Act  of  1918. 

The  bond  executed  on  Form  1124,  pursuant  to  article  268  of  Regu- 
lations No.  45,  together  with  the  abatement  claim,  should  be  for- 
warded bv  the  coflector  to  the  Commissioner  of  Internal  Revenue. 
When  he  has  approved  the  bond  he  will  cause  it  to  be  attached  to  the 
abatement  claim. 

In  case  the  claimant,  in  accordance  with  the  provisions  ccmtained 
in  section  1820  of  the  Kevenue  Act  of  1918,  elects  to  oflPer,  in  lieu  of 
the  surety  or  sureties  provided  for  on  Form  1124,  United  States  Lib- 
erty bonds  or  other  bonds  of  the  United  States  as  security,  he  should 
execute  in  duplicate  a  bond  and  agreement  on  Form  1124a.  The 
original  should  accompanv  the  United  States  bonds  offered  as  secur- 
ity; the  duplicate  should  be  forwarded  by  the  collector  with  the 
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abatement  claim  to  the  commissioner.  If  such  bond  and  agreement  is 
executed  by  a  corporation  a  duly  certified  copy  of  the  resolution  of 
the  board  of  directors  authorizing  the  execution  should  be  attached. 
The  United  States  Liberty  bonds  or  other  bonds  of  the  United  States 
offered  as  security  shall  at  their  par  value  be  not  less  than  the  amount 
of  the  penal  sum  of  the  bond  executed  on  Form  1124a,  which  shall  be 
in  double  the  amount  of  the  tax  covered  by  tiie  abatement  claim.  The 
bonds  so  offered  as  security  must  be  delivered  to  the  Commissioner  of 
Internal  Revenue  at  the  obligor's  risk  and  expense.  Registered  bonds 
so  offered  as  security  must  be  re^stered  in  the  name  of  the  obligor 
and  duly  assigned  to  the  Commissioner  of  Internal  Revenue  at  or 
before  the  date  of  deposit  with  the  commissioner. 

The  Commissioner  of  Internal  Revenue  will  issue  a  receipt  in  dupli- 
cate for  United  States  bonds  so  deposited  with  him  as  security,  the 
original  of  the  receipt  to  be  given  to  the  obligor  and  the  duplicate  to 
be  retained  bv  the  commissioner  for  his  files. 

Bonds  of  the  United  States  shall  be  returned  to  the  obligor  as  soon 
as  the  security  for  the  performance  of  such  penal  bond  is  no  longer 
necessary.    (Also  sec.  1820.) 


SECTION  215— ITEMS  NOT  DEDUCTIBLE, 

20-19-^07. 
Section  215(a),  Article  291:  Personal  and  Family  Expenses.   O.  D.  275. 

Sums  paid  to  a  wife  under  terms  of  a  marriage  agreement  are 
considered  payments  in  discharge  of  a  personal  obligation  of  the 
husband  and  are  not  deductible  in  computing  his  net  income  subject 
to  tax. 


6-20-730. 
O.  D.  399. 

A  trust  fund  was  created  by  a  divorced  husband  to  continue  during 
the  life  of  his  former  wife  as  a  guaranty  of  payment  to  her  of  a 
stipulated  amount  in  lieu  of  alimony,  any  income  in  excess  of  the 
stipulated  amount  to  be  paid  to  him  and  the  principal  to  revert  to 
him  upon  her  death. 

Held,  that  the  principal  of  the  trust  is  a  part  of  his  estate;  that  he 
is  the  real  beneficiary  of  the  trust ;  and  that  the  entire  income  from 
the  trust  fund  must  be  included  in  his  return  of  income. 


Section  215,  Article  292 :  Traveling  Expenses. 

(See  8-19-317;  sec.  214(a)  1,  art.  101.)    Cost  of  transportation  paid 
by  salaried  employee  going  to  and  from  business. 


1-19-65. 
Section  216,  Article  294 :  Premiums  on  Business  Insurance.  O.  D.  48. 

Where  an  insurance  policy  is  taken  out  by  a  wife  on  the  life 
of  her  husband  and  she  pays  the  premiums  thereon  and  becomes  the 
beneficiary  in  the  event  of  the  husband's  death,  the  amount  of  such 
premiums  may  not  be  deducted. 
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18-19-422. 
O.  D.  243. 

Premiums  paid  by  a  partnership  for  accident  and  health  insur- 
ance policies  covering  the  lives  oi  the  individual  partners  are  not 
deductible  from  gross  income  of  the  partnership. 


SECTION  216— CREDITS  ALLOWED. 

6-19-252. 
Section  216,  Article  301 :  Credits  Against  Net  Income.  T.  B.  M.  21. 

Any  amount,  however  large,  received  as  dividends  from  a  for- 
eign corporation  taxable  upon  income  derived  from  sources  within 
the  United  States,  however  small  such  income  may  be,  is  exempt  from 
the  normal  tax  under  section  216(a),  or,  in  case  the  recipient  is  a 
corporation,  under  section  234  (a)  6. 


(See  28-19-612;  sec  218  (b),  art.  84.)  Dividends  from  corpora- 
tions having  income  exempt  under  sec.  218(b) 7. 

4-20-706. 
O.  D.  388. 

Individuals  are  entitled  to  a  credit  for  the  purposes  of  the  normal 
tax,  of  dividends,  regardless  of  the  amount  of  such  dividends,  re- 
ceived from  a  f oreim  corporation  taxable  upon  income  from  sources 
within  the  United  States,  irrespective  of  the  amount  of  such  income. 
This  applies  equally  to  the  Revenue  Acts  of  1916,  1917,  and  1918. 
The  same  ^sredit  is  allowed  to  corporations  under  the  Revenue  Act  of 
1917,  for  the  purpose  of  the  4  per  cent  war  income  tax  imposed  by 
section  4  of  that  act,  but  not  for  the  purpose  of  the  2  per  cent  tax 
imposed  by  section  10  (a),  Revenue  Act  of  1916  as  amended  by  the 
Revenue  Act  of  1917.     (Also  sec.  236,  art.  591.) 


Section  216,  Article  302 :  Personal  Exemption  of  Head  of  Family. 

*(See  3-^19-184;  sec.  213(b),  art.  86.)    Exemption  for  men  in  mili- 
tary sendee. 

Section  216,  Article  308 :  Personal  Exemption  of  Married  1-20-657. 

Person.  O.  D.  357. 

Unavoidable  absence  of  a  wife,  due  to  the  "  World  War,"  will  not 
preclude  a  husband  from  claiming  the  joint  personal  exemption  of 
$2,000. 

4-19-220. 
Section  216,  Article  304 :  Credit  for  Dependents.  O.  D.  139. 

An  American  citizen  may  claim  the  credit  for  dependents  irre- 
spective of  the  nationality  or  place  of  residence  of  tJie  dependents, 
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Section  216,  Artiele  306:  Credits  to  Honrendent  Alien  1-19-66. 

Individuals.  0. 785. 

Where  a  nonresident  alien  taxpayer  becomes  a  citizen  or  resi- 
dent of  the  United  States  during  the  taxable  year,  he  is  taxable  for 
the  entire  year  upon  income  derived  from  all  sources.  Law  Opinion 
No.  752  revoked. 


Section  216,  Article  307 :  When  Honresident  Alien  Indi-  2-19-158. 

vidnal  Entitled  to  Personal  Exemption.  S.^9. 

Where  a  country  imposes  an  income  tax  but  does  not  levy   a 
tax  on  income  derived  from  sources  therein  by  citizens  of  the  Umted 
>^  States,  a  citizen  of  such  country  who  is  a  nonresident  of  the  United 

States  is  entitled  to  claim  the  credits  provided  for  in  paragraphs  (c) 
and  (d)  of  section  216  of  the  Revenue  Act  of  1918  m  preparing  a 
return  of  income  derived  from  sources  within  the  United  States. 


2-19-154. 
O.  D.  105. 

An  alien  leaving  the  United  States  prior  to  end  of  a  taxable 
year,  if  entitled  to  any  personal  exemption,  may  claim  the  full 
amount  of  such  exemption  for  the  entire  taxable  year. 


15-19-446. 
O.  D.  253. 

In  order  that  a  nonresident  alien  may  prove  that  his  country 
satisfies  the  similar  credit  requirement  of  the  income-tax  law,  he 
should  submit  to  the  conmiissioner  a  copy  of  the  income-tax  laws  of 
his  native  country,  or  an  official  communication  from  an  accredited 
diplomatic  representative  of  such  country,  showing  that  the  coimtry 
imposes  no  income  tax,  or  in  doing  so  grants  similar  credits  required 
by  statute. 

20-19^08. 
T,  D.  2922. 

The  final  edition  of  Regulations  45  is  amended  by  changing  artiele 
307  to  read  as  follows: 

Art.  307.  When  nonresident  alien  individual  entitled  to  personait  exemption, — 

(a)  The  following  is  an  incomplete  list  of  countries  which  either  Impose  no 
income  tax  or  in  imposing  an  income  tax  aUow  both  a  personal  exemption  and 
a  credit  for  dependents  which  satisfy  the  similar  credit  requirement  of  the 
statute :  Argentina,  Belgium,  Bohemia,  Bolivia,  Bosnia,  Brazil,  Bukowina,  Can- 
ada, Garinthia,  Gamlola,  China,  Chile,  Cuba,  Dalmatia,  Denmark,  Ecuador, 
Egypt,  France,  OaUcia,  Ooritz,  Gradisca,  Herzegovina,  Istria,  Lower  Austria, 
Mexico,  Montenegro,  Moravia,  Morocco,  Newfoundland,  Nicaragua,  Norway, 
Panama,  Paraguay,  Persia,  Peru,  Portugal,  Roumania,  Russia  (Including  Poles 
owing  allegiance  to  Russia),  Salzburg,  Santo  Domingo,  Serbia,  Siam,  Silesia, 
Styria,  Spain,  Trieste,  Tyrol,  Upper  Austria,  Union  of  South  Africa,  Venezuela, 

(b)  The  following  is  an  incomplete  list  of  countries  which  in  impoeing  an 
income  tax  allow  a  personal  exemption  which  satisfies  the  similar  credit  require* 
ment  of  the  statute,  but  do  not  allow  a  credit  for  dependents :  Bachka,  Banat 
of  Temesvar,  Croatia,  Salvador,  India,  Italy,  Slavonla,  Slovakia,  Transylvania. 

(c)  The  foUowlng  is  an  incomplete  list  of  countries  which  in  imposing  an  income 
tax  do  not  allow  to  citizens  of  the  United  States  not  residing  in  such  country 
either  a  personal  exemption  or  a  credit  for  dependents  and,  therefore,  fail 
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entirely  to  satlsty  the  similar  credit  requirement  of  the  statute:  Australia* 
Costa  Rica,  Great  Britain  and  Ireland,  Japan,  the  Netherlands,  New  Zealand, 
Sweden.  The  former  names  of  certain  of  these  territories  are  here  used  for 
convenience,  in  spite  of  an  actual  or  possible  change  In  name  or  sovereignty. 
A  nonresident  alien  Individual  who  Is  a  citizen  or  subject  of  any  country  In  the 
first  list  is  entitled  for  the  purpose  of  the  normal  tax  to  such  credit  for  a  per- 
sonal exemption  and  for  dependents  as  his  family  status  may  warrant.  If  he  Is 
a  citizen  or  subject  of  any  country  In  the  second  list  he  Is  entitled  to  a  credit 
for  personal  exemption,  but  to  none  for  dependents.  If  he  Is  a  citizen  or 
subject  of  any  country  In  the  third  list  he  Is  not  entitled  to  credit  for  either 
a  personal  exemption  or  for  dependents.  '  If  he  Is  a  citizen  or  subject  of  a  coun- 
try which  is  In  none  of  the  lists,  then  to  secure  credit  for  either  a  personal 
exemption  or  for  dependents  he  must  prove  to  the  satlsfactlcm  of  the  commis- 
sioner that  his  country  does  not  impose  an  income  tax  or  that  In  imposing  an 
income  tax  it  grants  the  similar  credit  required  by  the  statute. 


20-19-510. 
O.  D.  277. 

Under  Boyal  Decree  promulgated  by  the  Greek  Grovernment 
January  21,  1919,  no  discrimination  is  made  against  American  citi- 
zens, resident  or  nonresident,  consequently  subjects  of  that  country 
who  are  nonresident  aliens  as  to  the  United  States  will  be  allowed  the 
benefit  of  personal  exemption  and  credits  for  dependents  in  com- 
puting their  income  tax  liabilities  to  the  United  States. 

24-19-567. 
O.  D.  300. 

Since  the  royal  decree  of  the  Greek  Government  allowing  simi- 
lar exemption  to  American  citizens  was  not  promulgated  until  Janu- 
ary 21,  1919,  tie  benefit  of  personal  exemption  and  credits  is,  there- 
fore, only  extended  to  subjects  of  Greece,  who  are  nonresident  aliens 
as  to  the  TTnited  States,  tor  the  taxable  year  1919  and  subsequent 
years. 

24-19-568. 

o.  D.  aoi. 

Article  307  applies  only  to  1918  and  subsequent  years  and  has 
no  application  to  the  income  tax  of  nonresident  aliens  for  the  year 
1917.  

27-19-603. 
O.  D.  322. 

Subjects  of  Luxemburg  who  are  nonresident  aliens  as  to  the 
United  States  may  claim  the  benefit  of  personal  exemption  and  credit 
for  dependents  in  computing  income-tax  liability  to  the  United  States, 
since  Luxemburg  imposes  an  income  tax  but  allows  similar  credits 
to  nonresident  aliens. 

30-19-642 
O.  D.  346 

The  right  of  a  nonresident  alien  as  to  the  United  States  to  per- 
sonal exemption  and  credit  for  dependents  is  contingent  primarily 
on  his  citizenship.  For  example,  a  native-born  Russian,  especially 
one  who  has  been  living  in  the  United  States  for  a  number  of  years, 
would  still  be  regarded  by  this  country  as  a  citizen  of  Russia.    This 
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is  rebuttable,  however,  by  evidence  of  citizenship  in  Poland;  and  if 
an  individual  has  in  fact  become  a  citizen  of  the  new  State,  inas- 
much as  Poland  is  not  included  in  the  countries  enumerated  in 
Treasurer  Decision  2922,  it  will  be  necessary  for  him  to  comply  with 
the  requirements  of  the  last  sentence  of  that  decision,  in  order  to 
secure  the  benefit  of  the  exemptions  provided. 


81-19-648. 
O.  D.  350. 

Switzerland  imposed  no  income  tax  for  the  years  1918  and  1919. 
Citizens  of  Switzerland  who  are  nonresident  aliens  as  to  the  United 
States  will  be  permitted  to  claim  the  personal  exemption  and  credit 
for  dependents  provided  in  section  216,  Revenue  Act  of  1918,  in 
computing  their  income  tax  liability  to  the  United  States  for  those 


2-20-675. 
O.  D.  364, 

Under  the  income-tax  law  of  Porto  Rico  which  became  effective 
June  26,  1919,  citizens  of  the  United  States  who  are  nonresidents  as 
to  Porto  Rico  are  allowed  the  same  personal  exemption  and  credit 
for  dependents  which  are  allowed  to  citizens  and  residents  of  Porto 
Rico. 

Citizens  of  Porto  Rico  who  are  treated  as  nonresident  aliens  as  to 
the  United  States  for  income-tax  purposes  may  claim  the  benefit  of 
personal  exemption  and  credit  for  dependents  in  computing  income- 
tax  liability  to  the  United  States  for  1918  and  subsequent  years. 


5-20-718. 
O.  D.  391. 


The  provisions  in  T.  D.  2922  granting  personal  exemption  and 
credit  tor  dependents  to  citizens  and  subjects  of  the  countries  enum- 
erated in  classes  (a)  and  (b),  article  307,  Reflations  45,  are  retro- 
active and  are  applicable  to  the  year  1918  as  well  as  1919,  except  where 
the  classification  of  a  country  has  been  changed  because  of  a  change 
in  the  law  of  such  country.  In  cases  where  excess  income  tax  has 
been  paid  for  the  year  1918,  due  to  the  official  data  not  having  been 
received  at  this  omce  in  regard  to  personal  exemption,  daims  for 
refund  on  Form  No.  46  should  be  filed  with  the  collector  of  internal 
revenue  to  whom  the  income  tax  was  paid. 


7-20-741. 
T.D.2970. 

The  final  edition  of  Regulations  45  is  amended  by  changing  article 
307  to  read  as  follows : 

Abt.  307.  When  nonresident  alien  individual  entitled  to  personal  exemptioft. — 
(a)  The  following  is  an  Incomplete  list  of  countries  which  either  Impose  no  iri- 
come  tax  or  in  imposing  an  Income  tax  allow  both  a  personal  exemption  and  a 
credit  for  dependents  which  satisfy  the  similar  credit  requirement  of  the 
statute :  Argentina ;  Belgium ;  Bolivia ;  Bosnia ;  Brazil ;  Buicowina ;  Canada  : 
Garintliia;  Garnlola;  China;  Chile;  Cuba;  Czecho-Slozaka,  including  Bohemia, 
Moravia,  and  Slovakia;  Dalmatia;  Denmark;  Ecuador;  Bgypt;  France;  Galicia; 
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Gorltz;  Gradlsca;  Greece;  Guatemala;  Herzegovina;  Istria;  Lower  Austria; 
Luxemburg;  Mexico;  Montenegro;  Morocco;  Newfoundland;  Nicaragua; 
Norway;  Panama;  Paraguay;  Persia;  Peru;  Portugal;  Roumanla;  Bussia 
(including  Poles  owing  allegiance  to  Russia);  Salzburg;  Santo  Domingo; 
Serbia;  Slam;  Silesia;  Styrla;  Spain;  Switzerland;  Trieste;  Tyrol;  Upper 
Austria ;  Union  of  South  Africa ;  Venezuela,  (b)  The  following  is  an  Incomplete 
list  of  countries  which  In  Imposing  an  income  tax  allow  a  personal  exemption 
which  satisfies  the  similar  credit  requrement  of  the  statute,  but  do  not  allow  a 
credit  for  dependents :  Bachka ;  Banat  of  Temesvar ;  Croatia ;  Finland ;  India ; 
Italy;  Salvador;  Slavonia;  Transylvania,  (c)  The  following  is  an  incomplete 
list  of  countries  which  in  imposing  an  Income  tax  do  not  allow  to  citizens  of 
the  United  States  not  residing  in  such  country  either  a  personal  exemption  or  a 
credit  for  dependents  and,  therefore,  fail  entirely  to  satisfy  the  similar  credit 
requirement  of  the  statute:  Australia;  Costa  Rica;  Great  Britain  and  Ireland; 
Japan ;  the  Netherlands ;  New  Zealand ;  Sweden.  The  former  names  of  certain 
of  these  territories  are  here  used  for  convenience,  in  spite  of  an  actual  or  pos- 
sible change  in  name  or  sovereignty.  A  nonresident  alien  individual  who  is  a 
citizen  or  subject  of  any  country  In  the  first  list  Is  entitled  for  the  purpose  of 
the  normal  tax  to  such  credit  for  a  personal  exemption  and  for  dependents 
as  his  family  status  may  warrant  If  he  is  a  citizen  or  subject  of  any  country 
in  the  second  list  he  is  entitled  to  a  credit  for  personal  exemption,  but  to  none 
for  dependents.  If  he  is  a  citizen  or  subject  of  any  country  in  the  third  list  he 
is  not  entitled  to  credit  for  either  a  personal  exemption  or  for  dependents.  If 
he  is  a  citizen  or  subject  of  a  country  which  is  in  none  of  the  lists,  then  to 
secure  credit  for  either  a  personal  exemption  or  for  dependents  he  must  prove 
to  the  satisfaction  of  the  Commissioner  that  his  country  does  not  Impose  an  In- 
come tax  or  that  In  lmi)osing  an  income  tax  it  grants  the  similar  credit  required 
by  the  statute. 


SECTION  217— NONRESIDENT  ALIENS— ALLOWANCE  OF  DEDUC- 

TIONS  AND  CREDITS. 

Section  217,  Article  812:  Who  is  a  Nonrerident  Alien  3-19-175. 

Individual.  O.  D.  117. 

A  nonresident  alien  who  has  served  in  the  United  States  Army 
for  a  period  of  one  year  is  considered  a  resident  of  the  United  States 
for  income  tax  purposes  and  is  entitled  to  the  same  credits  as  to 
exemption  as  a  citizen  of  the  United  States. 


&-19-n842. 

O.  D.  197. 
If  an  alien  has  been  residing  in  the  United  States  for  as  much 
as  one  year  there  is  a  presumption  that  such  alien  is  a  resident  of  the 
United  States  and  this  presumption  will  be  indulged  for  purposes  of 
income  taxes  in  the  absence  of  Known  facts  showing  that  the  alien  is, 
in  fact*  a  transient  A  year's  presence  in  the  United  States  by  an 
alien  does  not,  however,  establish  residence  beyond  a  doubt.  It 
merely  raises  a  presumption  of  residence  which  mav  be  rebutted  by 
any  proper  evidence  showing  that  the  alien  is,  in  fact,  a  transient; 
that  IS,  a  nonresident. 

9-19-348. 
O.  D.  198. 

The  members  of  families  of  foreign  ambassadors  and  ministers 
occupy  the  status  of  nonresident  aliens  for  income-tax  purposes. 
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Section  217,  Article  812(a):  Alien  Seamen:  When  to  &-19-d24. 

be  Segarded  as  Sendents.  T.  D.  2869 (2). 

T.  D.  2869  adds  article  312(a)  to  Segulations  45,  as  follows: 

Abt.  312a.  Alien  seamen^  when  to  be  regarded  as  residents. — ^In  order  to 
determine  whether  an  alien  seaman  is  a  resident  within  the  meaning  of  the 
income-tax  law,  it  is  necessary  to  decide  whether  the  presumption  of  ncm- 
residence  is  overcome  by  facts  showing  that  he  has  established  a  residence 
in  the  territorial>J[Jnited  States,  which  consists  of  the  States,  the  District  of 
Ck>iumbia,  and  the  Territories  of  Hawaii  and  Alaska,  and  excludes  other  places. 
Residence  may  be  established  on  a  vessel  regularly  engaged  in  coastwise  trade, 
but  the  mere  fact  that  a  sailor  makes  his  home  on  a  vessel  flying  the  United 
states  flag  and  engaged  in  foreign  trade  is  not  sufficient  to  establish  residence 
in  the  United  States,  even  though  the  vessel,  while  carrying  on  foreign  trade, 
touches  at  American  ports.  An  alien  seaman  may  acquire  an  actual  residence 
in  the  territorial  United  States,  within  the  rules  laid  down  in  article  S12, 
although  the  nature  of  his  calling  requires  him  to  be  absent  from  the  place 
where  his  residence  is  established  for  a  long  period.  An  alien  seaman  may 
acquire  such  a  residence  at  a  sailor's  boarding  house  or  hotel,  but  such  a  claim 
should  be  carefully  scrutinized  in  order  to  make  sure  that  such  residence  is 
bona  fide.  The  filing  of  Form  1078,  revised,  or  taking  out  first  citizenship 
papers,  is  proof  of  residence  in  the  United  States  from  the  time  the  form  is 
filed  or  the  papers  taken  out,  unless  rebutted  by  other  evidence  showing  an 
intentiejQ  to  be  a  transient  The  fact  that  a  head  tax  has  been  paid  on  behalf 
of  an  alien  seaman  entering  the  United  States  is  no  evidence  that  he  has  ac- 
quired residence,  because  the  head  tax  is  payable  unless  the  alien  who  is  enter- 
ing the  country  is  merely  in  transit  through  the  country.  An  alien  may  remain 
a  nonresident  although  he  is  not  in  transit  through  the  country.  As  to  when 
the  wages  of  alien  seamen  are  subject  to  tax  isfee  article  02a. 


26-19-691, 
O.  D.  315. 

The  term  "foreign  trade,**  as  used  in  Treasury  Decision  2869, 
includes  the  transportation  upon  the  high  seas  oi  passengers  and 
freight  between  the  United  States  and  foreign  countries. 


6^20-731. 
Section  217,  Article  813 :  Proof  of  Besidence  of  Alien.  O.  D.  400. 

Aliens  who  have  established  a  residence  in  the  United  States  with 
the  intention  of  making  this  country  their  home  and  who  have  done 
nothing  to  indicate  that  they  have  planned  to  give  up  their  residence 
in  the  united  States,  are  considered  resident  aliens  for  income-tax 
purposes.  The  fact  that  Germans  who  were  resident  aliens  of  the 
United  States  prior  to  the  war  with  Germany  were  registered  as  alien 
enemies  will  not  deprive  them  of  their  status  as  residents  for  income- 
tax  purposes  if  the  conduct,  acts,  and  declarations  of  the  aliens  indi- 
cate their  intention  to  maintain  their  status  as  residents. 


Section  217,  Article  316 :  Buty  of  Employer  to  Betermine  Status  pf  Alien 
Employee. 

(See  7-19-298;  sec.  221,  art.  361.)    Claim  for  personal  exemption 
by  nonresident  alien. 

1-19-68. 
O.  D.  60. 

If   an   officer  qualified  to   administer  oaths   is  not   reasonably 
accessible,  Form  1078  will  be  accepted  if  signed  in  the  presence  of 
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an  official  of  the  employer,  company  under  whose  supervision  the 
employee's  duties  are  penormed,  and  one  other  credible  witness. 


8-19-195. 
O.  D.  127. 
The  pay  rolls  of  an  employer  may  be  accepted  as  written 
evidence  or  an  employee's  continuous  residence  in  the  United  States, 
thereby  establishing  his  status'  as  a  resident  alien,  unless  the  em- 
ployer knows  that  the  employee  does  not  intend  to  remain  here  per- 
manently.^ When  an  employer  determines  that  his  employee  is  a 
resident  alien,  such  employee  is  not  required  to  file  a  personal  return, 
unless  his  net  income  amounts  to  or  exceeds  $1,000  or  $2,000  as  in 
the  case  of  citizens  of  the  United  States. 


8-19-196. 
O.  D.  128. 

If  a  bona  fide  declaration  on  Form  1078  or  its  equivalent  is 
filed  by  an  alien  with  his  employer  on  or  before  the  last  day  of  the 
taxable  year  of  the  alien,  the  employer  may  refund  the  entire  amount 
of  tax  withheld  during  the  year  prior  to  the  filing  of  such  declara- 
tion and  the  employee  will  then  be  liable  for  the  entire  tax  due  upon 
his  net  income  for  such  period.     (Also  sec.  221,  art.  d72.j 


16-19-447. 
O.  D.  254. 

The  fact  that  an  alien  has  been  employed  by  a  resident  cor- 
poration for  at  least  three  months  is  not  ipso  facto  sufficient  to  per- 
mit the  employer  to  refund  the  amount  of  any  tax  withheld.  Forms 
1115  and  1078  should  be  filed  by  resident  or  nonresident  aliens  in 
order  to  secure  refund. 

24-19-569. 
O.  D.  302. 

Any  income  tax  withheld  during  the  calendar  year  from  the 
wages  paid  to  an  alien  employee,  which  has  not  been  paid  over  to  the 
Government,  should  be  refunded  to  such  alien  employee  uppn  the 
establishment  of  residence  by  the  execution  and  filing  of  Forai  1078 
witili  his  employer.  As  a  condition  precedent,  the  employer  should 
require  the  employee  to  return  the  receipts  showing  the  amount  of 
tax  previously  withheld  before  making  the  refund. 


SECTION  218— PARTNERSHIPS  AND  PERSONAL-SERVICE  COR- 
PORATIONS. 

7-19-294. 

Section  218,  Article  321 :  Partnerships.  T.  D.  2858. 

TAXABILITY  OP  INCOME  DERIVED   FROM   OR  THROUGH   PARTNERSHIP. 

A  member  of  a  partnership  need  not  include  as  a  part  of  his  net 
income  subject  to  normal  tax  such  of  his  income  derived  from  or 
through  a  partnership  as  has  been  received  by  the  partnership  in 
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the  shape  of  dividends  on  stocks  owned  by  it  in  corporations  taxable 
upon  their  net  income. 

The  law  is  so  framed  as  to  deal  with  the  gains  and  profits  of  a 
partnership  as  if  they  were  the  gains  and  profits  of  the  individual 
partners. 

(See  6-19-270;  sec.  213,  art.  72.)  Partnership  beneficiary  of  life 
insurance  policy. 

(See  11-19-380;  sec.  214  (a)  12,  art.  268.)  Claim  in  abatement  by 
partnership  on  account  of  loss  in  inventory. 


25-19-585. 
O.  D.  311. 

A  foreign  partnership  is  liable  for  tax  under  the  1917  act  on 
the  entire  amount  of  profit  derived  from  the  sale  of  ^oods  through 
its  branch  office  or  through  its  agencies  in  the  United  States.  The 
basis  of  computation  of  profits  should  be  the  difference  between  the 
cost  of  the  goods  sold  through  its  branch  office  or  agent  in  the  United 
States  and  the  price  received  therefor  and  not  merely  the  amount 
disclosed  by  the  Dooks  of  the  branch  office  in  the  United  States. 


(See  8-20-760;  sec.  835,  art.  951.)  Computation  of  income  subject 
to  excess-profits  tax  under  the  Bevenue  Act  of  1917  in  the  case  of  a 
partnership  having  a  fiscal  year  ended  in  1917. 


»-19-197. 
Section  218,  Article  322:  Distributive  Shares  of  Partners.  O.  816. 

Where  a  fiscal  year  of  a  partnership  has  once  been  established 
neither  the  partnership  nor  its  members  will  be  permitted  to  make 
returns  covering  a  period  of  more  than  12  months.  ^ 

Where  a  partnership  distributes  any  part  of  its  assets  in^  kind, 
and  a  partner,  in  lieu  of  an  undivided  fractional  interest  in  the 
whole,  receives  a  full  interest  in  a  certain  part  of  the  assets  dis- 
tributed, such  a  change  in  interest  does  not  constitute  a  closed  trans- 
action reflecting  ^ain  or  loss. 

A  gain  derived  or  a  loss  sustained  by  a  partner  by  reason  of  the 
sale  or  other  disposition  of  assets  distributed  in  kind  by  the  part- 
nership before  the  end  of  its  taxable  year  should  be  returned  by  the 
individual  partner  for  the  taxable  year  in  which  such  gain  was  ac- 
tually derived  or  the  loss  actually  sustained,  and  the  basis  of  com- 
puting such  gain  or  loss  is  the  difference  between  the  cost  of  the 
assets  to  the  partnership  and  the  price  or  value  realized  when  sold 
or  otherwise  disposed  of  by  the  partners. 

The  distributive  share  of  the  individual  partners,  whether  dis- 
tributed or  not,  of  the  net  income  of  the  partnership  for  its  taxable 
year,  and  any  gains  or  profits  distributed  by  the  partnership  prior 
to  the  close  of  its  taxable  year,  should  be  returned  *as  income  for 
that  taxable  year  of  the  partners  within  which  such  taxable  year 
of  the  partnership  ends. 
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4-19-221. 
O.  D.  140. 

Income  from  a  particular  source  can  not  be  allocated  to  one  partner 
of  a  partnership  for  income  tax  purposes,  but  must  be  divided  pro 
rata  among  the  several  partners. 


(See  3-19-182;  sec.  213(b),  art.  86.)  Member  of  partnership, 
turning  over  to  partnership  compensation  received  by  him  for 
services  in  the  military  forces  of  United  States,  may  in  reporting 
his  distributive  share  of  the  partnership's  income  exclude  an  amount 
equal  to  the  sum  received  for  military  services  turned  over  to  the 
partnership. 


8-19-325. 
O.  D.  187. 

In  case  two  distinct  partnerships  entered  into  single  venture 
under  agreement  to  terminate  in  two  jears  no  part  of  profit  to  be  dis- 
tributable or  drawings  allowed  durmg  that  period  and  any  profit 
to  be  held  intact  until  latter  part  of  1919,  amount  of  profit  realized 
and  determinable  each  taxable  year  should  be  reported  proportion- 
ately in  respective  returns  of  partnerships  re^rdless  of  agreement. 
Individual  members  of  each  partnership  subject  to  tax  upon  pro 
rata  share  of  profit,  even  though  actual  distribution- is  postponed 
until  termination  of.  agreement. 


(See  10-19-354;  sec.  202,  art.  1570.)     Distribution  of  profits  in 
securities  at  less  than  cost  to  partnership. 


(See  20-19-505;  sec.  218,  art.  54.)     Assignment  of  partnership 
profits  to  be  earnea  in  the  future. 


22-19-536. 
T.  B.  R.  64. 

An  individual  partner  must  report  for  taxation  as  income  of 
the  year  in  which  the  partnership  profits  were  accumulated  his  dis- 
tributive share  of  such  partnership  net  profits,  whether  distributed 
or  otherwise,  except  that  where  the  accounting  {)eriod  of  the  part- 
nership and  the  individual  partner  do  not  coincide,  the  individual 
partner  shall  include  in  his  net  income  his  distributive  share  of  the 
partnership  net  profits  determined  at  the  close  of  any  accounting 
period  ending  during  his  taxable  year. 
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1-20-^58, 
0. 972. 


INCOME  tax:  section  8  (e),  revenue  act  of  1016,  as  amended. 

Partnerships:  Determination  of  distributive  shares  of  partners, — 
(1)  Under  section  8  (e)  of  the  Revenue  Act  of  1916,  as  amended,  the 
general  rule  applicable  to  the  ordinary  case  is  that  the  individual 
partner  must  report  his  distributive  share  of  the  partnership  income, 
whether  distributed  or  not,  as  income  of  the  year  when  it  was  accu- 
mulated by  the  partnership.  Part  (1)  of  Law  Opinion  689  over- 
ruled. 

(2)  In  case  the  partnership  establishes  a  fiscal  year  different  from 
that  of  the  individual  partner,  he  shall  report  as  income  his  dis- 
tributive share  of  the  net  income  of  the  partnership  for  the  account- 
ing period  of  the  partnership  ending  within  the  year  upon  the  basis 
of  which  the  partner's  net  income  is  computed. 

(3)  In  case  the  partnership  fails  to  close  its  accounts  and  to  de- 
termine the  distributive  shares  of  the  paitners  at  the  close  of  its 
established  accounting  period,  the  above  rules  shall  nevertheless 
apply,  and  the  individual  partners'  net  income  shall  be  computed  as 
if  the  books  of  the  partnership  had  been  closed  at  the  end  of  its 
established  fiscal  year.  Law  Opinion  324  and  part  (3)  of  Law 
Opinion  689  overruled. 

(4)  Where  a  partnership  kept  its  accounts  on  a  calendar-year 
basis,  but  due  to  the  death  of  the  principal  partner,  did  not  close  its 
books  on  December  31, 1916,  but  did  close  them  on  Januarv  31, 1917, 
the  distributive  shares  of  the  individual  partners  shall  be  determined 
as  if  the  books  had  been  closed  on  December  31,  1916,  and  shall  be 
reported  as  income  for  the  calendar  year  1916,  taxable  at  the  1916 
rates. 


1-20-659. 
A.  E.  M.  13, 


RULING  UNDER  REVENUE  ACT  OF  1913. 


In  the  case  of  a  partnership  sustaining  operating  losses  the  Ques- 
tion arises  as  to  whether  or  not  the  full  distributive  share  of  aivi- 
dends  received  by  the  partnership  should  be  included  in  the  amount 
reported  on  line  25,  page  2,  of  the  form  for  1913,  eliminating  any 
entry  on  line  19.  The  effect  of  this,  if  nothing  further  is  done,  would 
be  to  return  the  entire  distributive  share  of  the  dividends  received 
by  the  partnership  as  liable  to  surtax,  no  notice  being  taken  of  the 
operating  losses. 

The  Conmiittee  is  of  the  opinion  that  the  correct  method  of  treat- 
ment is  to  include  on  line  25  the  total  distributive*  share  of  dividends 
and  to  enter  on  line  32  a  proportionate  share  of  the  losses  sustained, 
which  would  have  the  effect  of  including,  for  surtax  purposes  only, 
the  net  distributive  share  of  the  partnership  income. 
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Section  218,  Article  SSO:  Diitributiye  Shares  of  Stook-  4r-19>222. 

holders  in  Personal-Service  Corporation.  O.  D.  141. 

A  stockholder  of  a  personal-service  corporation  having  reported 
in  his  individual  return  for  the  taxable  year  his  distributive  share 
of  the  undistributed  net  income  of  the  corporation  for  such  tax- 
able year  should  not  again  report  such  income  when  it  is  actually 
received  in  a  subsequent  year,  neither  will  it  be  necessary  to  make 
any  notation  respecting  such  profits  in  the  return  for  the  subsequent 
year. 

SECTION  219--ESTATES  AND  TRUSTS. 

1-19-70, 

Section  219,  Article  341 :  Estates  and  Tmsts.  O.  D.  51. 

Amounts  paid  by  an  executor  of  an  estate  out  of  his  personal 
funds  in  discharge  of  obligations  of  the  estate,  such  amounts  being 
credited  against  the  executor's  liability  for  interest  to  the  estate,  are 
nevertiiieless  income  to  the  estate  to  the  extent  that  the^  represent 
interest  accrued  since  the  death  of  the  testator  on  obligations  of  the 
executor  to  the  estate. 

8-19-198. 
O.  D.  129. 

If  securities  held  in  trust,  the  income  from  which  is  payable 
to  individual  beneficiary,  are  sold  at  a  profit,  the  amount  received 
in  excess  of  appraised  value  of  securities  at  death  of  testator  subse- 
quent to  March  1,  1918,  or  fair  market  value  as  of  that  date  if  de- 
cedent died  prior  to  Mardb  1, 1913,  represents  income  to  be  accounted 
for  by  trustee  on  Form  1040.    (Also  sec.  202,  art  1562. ) 


7-19-297. 
O.  D.  174. 

A  trustee  in  bankruptcy  is  required  to  file  a  return  of  net  income 
for  the  bankrupt's  estate  if  the  net  income  exceeds  the  specific  exemp- 
tion of  $1,000.  - 

The  bankrupt  individual  is  required  to  file  a  return  accounting  for 
his  individual  earnings,  but  is  entitled  to  the  exemptions  provided 
in  section  216  of  the  Bevenue  Act  of  1918.  (Also  art.  346;  sec.  225, 
art  421;  and  sec.  223,  art.  401.) 


(See  10-19-351;  sec.  i,  art.  1504.)    When  trusts  are  not  associa- 
tions. 


(See  13-19-419;  sec.  214(a)  3,  art.  134.)    Deductibility  of  Federal 
estate  tax  in  ascertaining  tne  net  income  of  estates. 


(See  14-19-438;  sec.  213(b),  art.  84.)     Income  from  trust  fund 
held  by  a  city  for  charitable  purposes. 
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20-lft-61L 
O.  D.  278. 

When  under  the  terms  of  a  will  or  trust  deed  income  is  to  be 
paid  to  or  permanently  set  aside  for  a  corppration  or  associaticHi  of 
the  kind  described  in  section  231  (6^  of  the  statute,  such  income 
is  not  deductible  from  ^ross  income  m  the  returns  oi  the  estate  or 
trust  where  the  corporation  has  received  its  charter  but  has  not  beea 
completely  organized  or  which  has  not  begun  to  operate  sufficiently 
to  establish  that  it  is  exempt  from  the  tax.  Sucn  income  will  be 
taxable  to  the  estate  or  trust  as  an  entity.    (Also  sec.  214,  art.  251.) 


(See  23-19-^47;  sec.  225,  art.  425.)     Ancillary  executor  to  make 
return* 


26-l»-592. 

O.  D.  816. 
Where  the  same  trustee  is  designated  in  a  will  to  administer  sev- 
eral trusts,  the  accumulated  income  of  each  separate  trust  will  be 
taxable  as  an  entity,  not  the  income  of  the  trusts  combined. 


Section  219,  Article  342:  Estates  and  Tmsts  Taxed  to  11-19-382. 

Fiduciary.  S.  1088. 

Where  the  income  of  a  trust  fund  is  payable  only  in  the  discretion 
of  the  trustees,  such  income  as  the  trustees  in  their  discretion  distrib- 
ute to  the  beneficiary  during  the  years  1916  or  1917,  is  taxable  to  the 
recipient  personally  (act  of  Sept.  8, 1916,  sec.  2(b)).  Such  income, 
however,  as  is  received  in  1918  or  later  years  by  tne  trust  esta^  is 
taxed  to  the  trustees  irrespective  of  the  exercise  of  their  discretion. 


lft-19_462. 
T.  B.  R  47. 

Income  of  an  estate  during  the  period  of  administration  which  is 
not  paid  or  credited  to  the  beneficiary  is  taxable  to  the  estate  even 
though  such  beneficiary  was,  as  a  matter  of  law,  entitled  to  be  paid 
or  credited  with  such  income  during  that  year. 


Section  219,  Article  343 :  Decedent's  Estate  During  Ad-  1-19-71. 

ministration.  O.  D.  52. 

There  should  be  included  in  the  return  filed  for  a  deceased  stock- 
holder of  a  personal-service  corporation  the  distributive  share 
of  the  decedent  in  the  profits  of  the  corporation  from  the  bennning 
of  the  year  to  the  date  the  stockholder  died.  The  return  med  for 
the  estate  should  include  the  distributive  share  in  the  profits  of  the 
corporation  from  the  date  of  the  stockholder's  death  to  the  end  of 
the  year. 
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11-19-383. 
O.  D.  219 

A  loss  can  not  be  claimed  in  a  return  rendered  for  a  decedent 
covering  the  taxable  period  to  the  date  of  his  death  where  the  cost 
of  securities,  or  their  fair  market  value  as  at  March  1,  1913,  if  ac- 
quired prior  thereto,  is  in  excess  of  the  value  established  by  appraisal 
for  the  purposes  of  administering  the  estate,  except  in  the  case  of  a 
decedent  who  was  a  dealer  in  securities  and  regularly  inventoried  his 
securities  and  made  his  returns  accordingly.  The  executor  should 
not  make  returns  of  book  gains  or  losses,  either  up  to  the  date  of 
death  or  on  transfer  of  the  property  to  the  legatee  or  to  a  trustee 
under  the  will,  or  from  one  trustee  to  a  succeeding  trustee,  the  ap- 
praised value  remaining  as  the  basis  for  computing  all  subsequent 
realizations  of  losses  or  gains  in  cash.  (Also  sec.  214(a)  4-5-6, 
art  144.) 

Section  219,  Article  344 :  Incidence  of  Tax  on  Estate  or  Tmst. 

(See  9-19-337;  sec.  211,  art.  13.)  Trustees  of  assets  of  oil  com- 
pany, selling  property,  value  of  which  has  been  demonstrated  by 
exploration  and  discovery  work  by  the  trustees. 


Section  219,  Article  345 :  Estates  and  Tmsts  Taxed  1-19-69. 

to  Beneficiaries.  S.  961. 

When  a  trust  provides  for  the  distribution  of  income  "when 
received,"  the  beneficiary  should  account  for  it  personally  whether 
distributed  to  him  or  not.  The  creator  of  the  trust  is  not  liable  for 
income  tax  with  respect  thereto. 


6-19-255. 
O.  D.  156. 

Where  the  income  of  an  estate  is  to  be  distributed  periodically 
by  the  trustees  to  the  beneficiaries,  and  the  trustees  sell  part  of  the 
principal  or  corpus  of  the  estate  at  a  loss,  the  beneficiaries  are  not 
allowed  to  deduct  any  part  of  the  loss  in  their  income  tax  returns. 


SECTION  220— PROFITS  OF  CORPORATIONS  TAXABLE  TO   STOCK- 

HOLDERS. 

Section  220,  Article  361 :  Profits  of  Corporation  Taxable  1-19-72. 

to  Stockholders.  T.  B.  M.  2. 

Section  220  does  not  apply  to  the  case  of  a  corporation  which 
retains  profits  to  meet  the  reasonable  requirements  of  its  business, 
such  as  for  purposes  of  meeting  maturing  obligations,  necessary  in- 
creased wortdmg  capital,  additions  to  plant  to  be  made  in  the  im- 
mediate future,  or  other  similar  proper  purposes,  provided  that  such 
profits  are  withheld  in  absolute  good  faith,  and  not  for  the  purpose 
of  evading  any  tax  or  any  rate  of  taxation  in  force  at  the  time. 
Whether  a  corporation  is  taxable  under  section  220  can  not  be  deter- 
mined in  advance;  it  must  be  determined  at  a  later  date  in  the  light 
of  what  it  has  actually  done  with  the  profits  retained* 
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/  2-19-166. 

O.  D.  106. 

Corporations  buying  Victory  notes  with  accumulated  surplus 
will  not  subject  their  stockholders  to  the  provisicms  of  section  220, 
Eevenue  Act  of  1918,  unless  the  accumulated  surplus  is  beyond  the 
reasonable  needs  of  the  business.    Investment  of  unreasonable  sor- 

Elus  in  Victory  notes  can  not  prevent  the  application  t)f  section  220, 
ut  obviously  no  unfavorable  constructm  will  be  based  upon  the 
mere  fact' that  a  surplus  is  invested  in  Victory  notes.  Where  a  dis- 
tillery or  brewery  business,  between  now  and  tiie  time  when  national 
prohibition  becomes  effective,  holds  1918  earnings  or  earnings  of 
earlier  years,  either  by  reason  of  doubt  as  to  tbe  outcome  of  pending 
litifi;ation  or  by  reason  of  a  desire  to  reinvest  capital  and  accu- 
mulated earnings  in  a  different  business^  such  action  of  itself  will  not 
be  regarded  as  bringing  the  corporation  within  the  provisions  of 
section  220. 


8-19-n326. 
O.  D.  188. 
Section  220  of  the  Revenue  Act  of  1918  applies  only  to  income 
of  1918  and  subsequent  years,  and  can  not  be  utilized  to  force  a  dis- 
tribution of  unnecessary  surplus  accumulated  in  prior  years.  To 
such  unnecessary  accumulations,  however,  the  provisions  of  the  acts 
of  October  8,  1918,  September  8,  1916,  and  October  3,  1917,  will  be 
applicable  according  to  the  respective  years  in  which  such  acts  were 
in  effect  and  such  portions  of  the  surplus  were  accumulated. 


(See  2-20-667;  sec.  201,  art.  1542.)  Application  of  section  220  in 
the  case  of  a  corporation  which  retires  a  portion  of  its  capital  stock 
without  distributing  its  surplus. 


Section  220,  Article  353:  ITnreaBonable  Accumulation  15-19-448. 

of  Profits.  S.  1117. 

The  question  as  to  the  unreasonable  accumulation  of  undivided 
profits  is  one  of  fact  to  be  decided  upon  a  consideration  of  t&e  volume 
of  business  done  and  the  principles  of  sound  business  management. 
The  fact  that  a  corporation  having  a  capital  stock  of  10;e  dollars  and 
doing  an  annual  business  in  excess  of  150a;  dollars  has  an  accumula- 
tion of  55aj  dollars  in  undivided  profits  is  not  sufficient  basis  for  fiaid- 
ing  that  there  has  been  an  .unreasonable  accumulation  of  profits. 
(S.  163  overruled.) 


SECTION  221— PAYMENT  OF  TAX  AT  SOURCE. 

Section  221,  Article  361 :  Withholding  Tax  at  Source. 

rSee  1-1&-16;  sec.  213(c),  art.  92.)  Withholding  obligations  of 
a  domestic  corporation  in  case  of  payments  to  a  nonresident  alien 
individual  or  to  a  foreign  corporation,  of  interest  on  obligations  of  a 
foreign  government. 
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1-19-76. 
O.  D.  56. 

When  a  debtor  corporation  fails  to  withhold  the  2  per  cent 
tax  where  its  bonds  contain  a  tax-free  clause,  &nd  the  owner  has  filed 
Form  1000,  there  is  no  obligation  on  the  bank  first  receiving  the 
coupons  to  withhold  the  tax,  as  assessment  will  be  made  against  the 
debtor  or  its  disbursing  agent  based  on  the  tax  liability  as  disclosed 
by  the  ownership  certificate,  Form  1000. 


6-19-277. 
O.  D.  167. 

Income  tax  should  be  withheld  from  interest  payments  to  non- 
resident aliens  upon  bonds  at  rates  in  force  during  year  in  which 
payments  were  actually  made,  although  bond  interest  is  held  to 
represent  income  for  year  during  which  coupons  became  due  and 
payable.  Any  tax  withheld  and  paid  to  Government  in  excess  of 
taxpaver's  liability  may  be  adjusted  through  claim  for  refund.  (Also 
art  871.) 


7-19-298. 
O.  D.  176. 

If  the  owner  or  operator  of  a  mine  leases  a  portion  thereof  to  a 
contractor  whose  operations  are  senarate  and  distinct  from  that  of 
the  owner  or  operator,  and  nonresident  aliens  are  actually  employed 
by  the  contractor,  the  duty  of  withholding  as  to  such  nonresident 
alien  employees  is  that  of  the  contractor  rather  than  the  owner  or 
operator. 

In  the  case  of  a  claim  for  personal  exemption  by  a  nonresident 
alien  employee  for  withholding  purposes,  the  name  and  address  of 
the  emplovee  should  be  secured  by  the  emplover,  regardless  of  the 
fact  that  for  the  convenience  of  the  employer  the  employee  is  known 
by  number  only.     (Also  sec.  217,  art.  315.) 


10-19-359. 
O.  D.  207. 

Debtor  corporation  having  app6inted  duly  authorized  with- 
holding agent,  should  file  with  collector  for  district  in  which  debtor 
corporation  is  located  notice  of  such  appointment,  giving  name  and 
address  of  withholding  agent.  Only  one  copy  is  required  and  no 
special  form  prescribed. 


11-19-385. 
O.  D.  220. 

A  bank  purchasing  abroad  coupons  of  bonds  issued  by  domestic 
corporations  will  be  held  prima  facie  to  be  recipient  of  income. 
Ownership  certificates  should  therefore  be  secured  from  original 
owners  of  bonds  in  order  that  tax  may  be  withheld  as  provided  in 
sections  221  and  237,  Revenue  Act  of  1918. 
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18-19-424. 

O.  D.  245. 

Wages  earned  by  a  nonresident  alien  on  an  occasional  coastwise 

voyage  on  a  vessel  generally  making  foreign  voyages  is  income  from 

sources  within  the  United  States,  and  is  subject  to  withholding. 

(Also  sec.  213 (c)^  art.  92(a).) 


(See  18-19-478;  sec.  213(c),  art.  92.)  Withholding  requirements 
in  the  case  of  interest  on  bonds  of  a  corporation  organized  in  the 
United  States  but  doing  no  business  nor  owning  property  tiierein. 


18-19-485. 
O.  D.  269. 

When  a  bank  in  the  United  States  collects  interest  upon  for- 
eign securities  for  its  nonresident  alien  customers  and  credits  same  to 
their  ^  account,  allowing  interest  on  'the  balances  maintained,  the 
identity  of  the  interest  derived  from  foreign  securities  is  lost,  and  the 
interest  thus  paid  or  credited  is  subject  to  taxation  and  withholding 
under  the  Revenue  Act  of  1918. 


20-19-512. 
O.D.279. 

Scrip  issued  by  a  corporation  to  bondholders  in  payment  of 
interest  due  upon  its  bonds  is  equivalent  to  cash  payments  and  is 
subject  to  withholding  under  the  rates  in  force  at  the  time  of  issuance. 


Section  221,  Article  362:  Fixed  or  Determinable  Annual  2-19-157. 

or  Periodical  Income.  S.  975. 

Winnings  of  horses  at  a  race  track  credited  by  the  racing  as- 
sociation to  a  nonresident  alien  owner  and  trainer  of  the  horses  win- 
ning such  amounts  are  not  fixed  nor  determinable  annual  or  periodi- 
cal gains,  profits,  and  income  within  the  meaning  of  section  221(a), 
fievenue  Act  of  1918,  and  no  withholding  by  the  racing  association 
is  necessary. 

(See  4-20-708;  sec.  233,  art.  550.)  Share  of  profits  realized  by  a 
foreign  corporation  on  sales  of  its  merchandise  made  in  the  United 
States  by  a  domestic  corporation. 


^19-158. 
Section  221,  Article  363:  Exemption  from  Withholding.  O.  D.  107. 

In  cases  where  tax  was  withheld  from  wages  of  employees  who 
refused  to  sign  the  old  Form  1078,  but  who  have  now  signed 
the  new  Form  1078,  the  amount  of  tax  should  not  be  refunded  by 
the  employer  upon  execution  of  the  new  Form  1078.  The  amount 
of  tax  withheld  should  be  reported  on  Form  1042,  and  paid  to  the 
collector  of  internal  revenue  for  the  district  in  which  the  withhold- 
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in^  a^ent  is  located,  subject  to  claim  for  personal  exemption  pro- 
vided in  section  216  of  the  Revenue  Act  of  1918. 

If  the  personal  exemption  is  not  available  to  the  nonresident  alien, 
the  amount  of  tax  can  be  refunded  only  upon  execution  of  Form  46, 
accompanied  by  a  complete  return  of  the  individual's  income  from 
sources  v^ithin  the  United  States,  and  evidence  establishing  the  fact 
that  tax  has  been  withheld  in  excess  of  the  actual  liability.  (Also 
sec.  223,  art  404.) 

4-19-224. 
O.  D.  143. 

In  cases  where  Form  1078  is  filed  by  aliens,  a  record  thereof 
should  be  made  by  the  employer  and  certificates  forwarded  to  the 
Commissioner  of  Internal  Kevenue,  Sorting  Division,  Washington, 
p.  C.,  not  later  than  the  20th  day  of  the  month  succeeding  that  dur- 
ing which  the  certificates  were  received. 


Section  221,  Article  S63a :  Personal  Exemption  of  Non-  19-19-498. 

resident  Aliens.  T.  D.  2920. 

The  final  edition  of  Regulations  No.  45  is  amended  by  inserting 
immediately  after  article  363,  a  paragraph  which  will  be  known  as 
article  363a  as  follows: 

Art.  SeSa.  Personal  exemption  of  nonresident  aliena, — ^In  case  a  nonresi- 
dent aUen  is  entitled  to  personal  exemption  and  credits  for  dependents  in  ac- 
cordance with  paragraphs  (c),  (d),  and  (e),  section  216  of  the  Revenue  Act 
of  1918,  and  his  gross  income  firom  sources  In  the  United  States,  Including  bond 
interest,  does  not  exceed  his  personal  exemption  and  credits  for  dependents,  a 
certificate,  Form  lOOlB,  should  be  executed  and  filed  with  the  withholding 
agent.  If  any  part  of  the  gross  Income  is  derived  from  interest  upon  bonds  of 
a  domestic  corporation  which  contain  a  tax-free  covenant  clause.  The  cer- 
tificate may  be  filed  with  the  withholding  agent  at  the  end  of  the  calendar 
year,  but  not  later  than  February  1  of  the  succeeding  year,  and  all  such  cer- 
tificates should  be  attached  to  the  annual  list  return.  Form  1018.  The  amount 
of  tax  due  from  the  withholding  agent  as  shown  by  Form  1013  may  be  re- 
duced by  2  per  cent  of  the  aggregate  amount  of  Interest  payments  made  to  the 
nonresident  alien  upon  tax-free  covenant  bonds  during  the  calendar  year,  and 
the  amount  of  tax  represented  by  the  certificates,  payment  of  which  was  as- 
sumed on  monthly  list  return,  Form  1012,  will  not  be  Included  In  the  assessment 
against  the  withholding  agent.  The  certificate  may  be  filed  only  by  a  citizen 
or  subject  of  the  countries  enumerated  in  paragraph  (a)  or  (b)  of  article  807, 
as  amended.  In  case  tax  in  excess  of  a  nonresident  alien's  tax  liability  has 
been  withheld  from  Interest  upon  bonds  which  do  not  contain  a  tax-free  cove- 
nant clause,  the  nonresident  alien  should  file  or  cause  to  be  filed  with  the 
collector  of  internal  revenue  a  return  of  his  gross  income  from  all  sources 
within  the  United  States,  accompanied  by  a  claim  for  refund  on  Form  46. 


Section  221,  Article  364:  Ownership  Certiflcates  for  Interest  Coupons. 

(See  17-19-473;  sec.  257,  art.  1091,)  Certified  copies  of  ownership 
certificates. 

21-19-526. 
T.  D.  2923. 

Old  forms  of  ownership  certificates  will  be  accepted  with  respect 
to  interest  due  on  and  prior  to  November  1, 1919,  when  received  from 
continental  United  States,  and  with  respect  to  interest  due  on  and 
prior  to  December  1, 1919,  when  received  from  abroad. 
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Banks  and  collecting  agents,  debtor  corporations,  and  withholding 
agents  shall  refuse  to  accept  the  old  forms,  in  connection  with  in- 
terest due,  after  the  respecave  dates  named  nerein,  and  collectors  of 
internal  rerenue  receiving  monthly  returns  accompanied  by  certifi- 
cates on  the  old  forms,  when  it  shall  appear  that  such  certificates  were 
filed  with  debtor  corporations  or  witnholding  agents,  with  respect 
to  interest  due  8ubse(][uent  to  such  dates,  shall  require  the  debtor  cor- 
poration or  withholding  agent  concerned  to  secure  certificates  on  the 
revised  forms. 


21-19-627. 
O.  D.  281 

Bonds  issued  by  the  War  Finance  Corporation  are  not  Govern- 
ment bonds,  hence  ownership  certificates  are  required  when  coupons 
are  presented  for  payment  under  article  864  of  Regulations  45. 


6-20-719. 
O.D.392. 

In  the  case  of  interest  payments  on  overdue  bonds,  the  interest 
coupins  of  which  have  been  exhausted,  ownership  certificates  are 
required  to  be  filed  when  collectinfi^  the  interest  in  the  same  maimer  as 
if  mterest  coupons  were  presented  for  collection. 


Section  221,  Article  365:  Form  of  Certificate  Where  4-19-225. 

Withholding  Aequired.  O.  D.  144. 

Form  1000,  revised,  should  be  used  by  nonresident  alien  in- 
dividuals, fiduciaries,  and  corporations  omy  when  the  bonds  are 
issued  by  domestic  or  resident  corporations*  whether  or  not  the 
bonds  contain  a  tax-free  covenant  clause.  A  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United  States,  whidi 
has  a  &cal  agent  in  the  United  States,  is  not  a  resident  corporation. 


29-19-628. 
O.  D.  339. 

Personal  service  corporations  are  to  be  treated,  so  far  as  practi- 
cable, on  the  same  basis  as  partnerships  for  the  purposes  ox  with- 
holding under  section  221  (6)  of  the  Revenue  Act  oi  1918.  Corpo- 
rations which  have  received  notice  from  the  Income  Tax  Unit  that 
their  returns  as  personal  service  corporations  have  been  aj)proved 
may  thereafter  and  not  before  issue  Form  1000  in  collecting  interest 
from  bonds  or  other  obligations  of  a  corporation  containing  a  so- 
called  tax-free  covenant  clause  in  the  same  manner  and  to  the  same 
extent  that  partnerships  are  authorized  to  use  that  form.  The  form 
should  bear  the  stamped  or  written  notation  "  Approved  by  the  Treas- 
ury Department  as  Personal  Service  Corporation  on  (date)  •" 


IKGOME  TAX  DIGESTS.  99 

Section  221,  Artiole  866 :  Form  of  Certificate  Where  no  Withholding  £e- 

qnired. 

(See  81-19-658 ;  sec.  256,  art  1078.)  Form  of  ownership  certificate 
required  from  nonresident  alien  bondholders  in  the  case  of  interest 
on  bonds  of  a  corporation  organized  in  the  United  States,  but  trans- 
acting no  business  and  owning  no  property  therein. 


6-20-732. 
Section  221,  Article  367 :  TTse  of  Substitute  Certificates.  T.  D.  2967. 

The  final  edition  of  Eegulations  45  is  amended  by  changing  article 
367  to  read  as  follows : 

Abt.  367.  Use  of  substitute  certificates. — ^Resident  coUectlng  agents  and  re- 
sponsible banks  and  bankers  receiving  interest  coupons  for  coUection  with 
ownership  certificates  attached,  may  present  the  coupons  with  the  original  certi- 
ficates to  the  debtor  corporation  or  its  duly  authorized  withholding  agent  for 
collection  or  may  detach  and  forward  the  original  certificates  directly  to  the 
GommissioDer,  provided  each  such  collecting  agent  shall  substitute  for  such 
original  certificates  Its  own  certificates  (Form  1058  (revised)  or  Form  1059 
(revised))  and  shaU  keep  a  complete  record  of  each  transaction,  showing  (a) 
serial  number  of  Item  received;  (b)  date  received;  (c)  name  and  address  of 
person  from  whom  received ;  (d)  name  of  debtor  corporation ;  (e)  class  of  bonds 
from  which  coupons  were  cut  (whether  containing  a  tax-free  covenant  or  not) ; 
and  (f)  face  amount  of  coupons.  The  original  certificate  for  which  the  certifi- 
cate of  the  collecting  agent  is  substituted  shall  be  Indorsed,  preferably  with  a 
rubber  stamp,  by  the  collecting  agent  as  follows : 

Owner's  certificate  No. 


(Nam«  of  oallectixig  agent.) 

"^  1g1t6  date  oir  certlflarter) 

The  counterpart  of  the  within  certificate  bearing  like  number  was  attached 
to  the  coupons  within  mentioned  for  delivery  to  the  debtor  or  withholding  agent, 
by  whom  the  coupons  are  payable. 

For  the  purpose  of  identification  the  substitute  certificates  shall  be  numbered 
consecutively,  reverting  to  the  numeral  1  at  the  beginning  of  each  calendar  year, 
and  corresponding  numbers  given  the  original  certificates  of  ownership.  The  use 
of  substitute  certificates  by  coUectlng  agents,  banks,  and  bankers  is  not  per- 
mitted, however,  in  the  case  of  ownership  certificates  presented  with  coupons 
for  collection  by  nonresident  aUen  Individuals,  pamerships,  or  corporations 


16-19-463. 
Section  221,  Artiole  370 :  Betum  of  Tax  Withheld.  O.  D.  258. 

Tax  erroneously  withheld  from  the  wages  of  a  nonresident  alien 
seaman  who  can  not  now  be  located  for  the  purpose  of  making 
refund  should  be  reported  on  the  annual  list  return,  Form  1042, 
and  paid  to  the  Govemment,  and  when  the  seaman  ia  located  ha 
ahould  be  advised  of  his  right  to  file  claim  for  refund. 
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2-19-159. 
Section  221,  Article  371 :  Withholding  in  1918.  0. 811. 

Where  a  corporation  withheld  during  the  year  1918  tax  pur- 
suant to  the  Revenue  Acts  of  1916  and  1917  from  the  income  of 
foreign  corporations  not  having  an  office  or  place  of  business  in 
the  United  States,  and  such  withholding  were  made  against  divi- 
dends and  bond  interest  paid  to  the  foreign  corporations,  only  such 
sums  need  be  returned  as  are  required  to  be  withheld  from  income 
subject  to  withholding  under  the  Revenue  Act  of  1918;  any  amounts 
withheld  under  the  Ifevenue  Acts  of  1916  and  1917  from  income  not 
subject  to  withholding  under  the  Revenue  Act  of  1918  may  be  paid 
over  to  the  persons  from  whom  they  were  withheld. 


Section  221,  Article  372:  Release  of  Excess  Tax  Withheld. 

(See  3-19-196 ;  sec.  217,  art.  315.)  Effect  of  alien  filing  Form  1078 
or  its  equivalent  with  his  employer  on  or  before  the  last  day  of  tax- 
able year 


Section  221,  Article  376:  Withholding  in  the  Case  of  7-20-742. 

Enemies.  T.  D.  2969. 

Article  375,  Treasury  Department  Regulations  45,  is  hereby 
amended  to  read  as  follows: 

Payments  made  after  October  6,  1917,  to  the  AUen  Property  Custodian  are  In 
the  same  category  as  payments  made  to  or  for  citizens  or  residents  of  the 
United  States.  Withholding  at  the  source  Is  accordingly  unnecessary  except 
in  the  case  of  Interest  payments  on  corporate  bonds  or  other  obligations  con- 
taining a  tax-free  covenant  where  no  exemption  is  claimed.  The  Alien  Property 
Custodian  should  use  Form  1000  (revised)  in  collecting  Interest  on  bonds  con- 
taining a  tax-free  covenant  and  In  all  other  cases  should  use  Form  1001  (re- 
vised), except  that  in  cases  in  which  the  Allen  Property  Custodian  shall,  under 
the  trading-with-the-enemy  act,  demand  payment  to  himself  of  interest  accrued 
upon  bonds  or  other  securities  not  yet  reduced  to  his  custody  (even  though  they 
be  registered  in  the  namo  of  an  enemy,  ally  of  an  enemy,  or  his  agent  or 
trustee),  the  corporation  paying  such  income  to  the  Allen  Property  Custodian 
is  authorized  to  accept  from  the  Alien  Property  Custodian  ownership  certifi- 
cates, Forms  1000  (revised)  and  1001  (revised),  altered  by  the  substitution  (in 
lieu  of  the  certificate  required  thereon)  of  a  certificate  that  the  Alien  Property 
Custodian  is  entitled  to  the  Interest  entered  therein  with  or  without  deduction 
of  tax,  as  the  case  may  be.  No  distinction  is  to  be  made  between  payments 
directly  to  the  Alien  Property  Custodian  and  to  his  depositaries  and  between 
interest  on  registered  bonds  and  interest  on  coupon  bonds.  In  the  case  of 
enemies  or  allies  of  enemies  holding  a  license  granted  under  the  provisions  of 
the  trading-with-the-enemy  act,  withholding  is  required  as  in  the  case  of  any 
nonresident  alien  not  an  enemy  or  ally  of  enemy.    See  article  440. 


Section  221,  Article  376:  Betum  of  Income  from  Whicli  Tax  Withheld. 

(See  8-20-768;  sec.  250,  art.  1004.)  Assessment  of  ad  valorem 
penalties  in  cases  of  delinquent  and  fraudulent  returns  rendered  by 
withholding  agents. 
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SECTION  222— CREDIT  FOR  TAXES. 

26-19-593. 
Section  222,  Article  381 :  Analysis  of  Credit  for  Taxes.  O.  D.  317. 

Income  and  war-profits  taxes  paid  to  a  foreign  country  by  a 
citizen  of  the  United  States  residing  in  such  foreign  country  on  in- 
come from  sources  within  the  United  States  can  not  be  treated  as  a 
credit  for  taxes  under  section  222.  Such  taxes  are  deductible  under 
section  214  (a)  3  in  i^omputing  net  income  in  his  return  to  the  United 
States.     (Also  sec.  214,  art.  131.) 


(See  &-20-688;  sec.  214  (a)  3,  art.  131.)  Tax  imposed  by  the 
Bepublic  of  Cuba  on  corporations  operating  sugar  plantations  in 
Cuba. 


6-20-720. 
O.  D.  393. 

Alien  residents  of  the  United  States  who  are  citizens  or  subjects  of 
Canada  are  entitled  to  credit  against  their  tax  liability  to  the  United 
States,  the  amount  of  income,  war  profits,  and  excess-profits  taxes 
paid  to  the  Canadian  Government  on  income  from  sources  within 
Canada  since  the  Canadian  Government  in  imposing  an  income  tax 
allows  a  similar  credit  to  citizens  of  the  United  States  residing  in 
Canada. 


7-20-743. 
0. 987. 

Any  income,  war  profits,  or  excess-profits  taxes  paid  by  a  citizen 
of  the  United  States  in  1918  to  a  foreign  country,  with  respect  to 
income  received  from  sources  therein,  are  an  allowable  credit  under 
section  222  (a)  of  the  Revenue  Act  of  1918  against  the  amount  of 
the  tax  due  to  the  United  States  for  that  year,  provided  the  tax- 
payer's books  of  account  are  kept  on  a  cash-receipt  and  payment  basis 
and  a  return  is  rendered  on  that  basis;  if  the  taxpayer's  books  are 
kept  on  an  accrual  basis,  and  his  returns  are  so  rendered,  the  credit 
for  taxes  paid  to  a  foreign  country  on  income  received  from  sources 
therein  will  be  limited  to  taxes  accrued  in  the  taxable  year  for  which 
the  return  is  rendered. 


Section  222,  Article  383 :  Conditions  of  Allowance  of  12-19-407. 

Credit.  O.  D.  232. 

YiThere  imder  a  foreign  income  tax  law  corporations  are  required 
to  withhold  a  fixed  percentage  of  the  total  amount  of  dividends  paid 
to  the  stocldiolders  in  this  country,  such  tax  bein^  withheld  in  a  lump 
sum,  although  imposed  upon  the  individual  stockholders,  the  amounts 
withheld  not  being  itemized  by  the  foreign  government,  in  lieu  of  the 
individual  tax  receipts  required  to  be  attached  to  Form  1116,  the  tax- 
payer may  attach  to  the  return  on  Form  1116  his  affidavit  showing 
the  number  of  shares  held  during  the  year,  whether  or  not  any  of  the 
shares  held  by  him  were  acquiredor  sold  during  the  year,  giving  dates 
and  number  of  shares  so  acquired  or  sold ;  the  total  number  of  shares 
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outstanding  on  which  the  dividend  was  declared^  regardless  of 
whether  the  dividend  was  paid  to  citizens  of  the  United  States  or 
other  Governments;  and  the  total  dividends  paid  or  accrued  on  such 
shares  during  the  year,  and  attach  to  and  make  a  part  of  sudi  af* 
fidavit  a  certified  copy  of  the  tax  receipts  from  the  foreign  tax 
collector  showing  the  payment  of  the  tax  en  bloc,  with  copies  of  any 
other  documents  which  he  maj  have  that  will  serve  to  corroborate  the 
facts  set  forth  in  such  afSdavit. 

The  amount  of  the  credit  claimed  should  be  computed  by  dividin^r 
the  total  tax  withheld  by  the  total  number  of  shares  of  the  corpora- 
tion outstanding  and  multiplying  this  result  by  the  number  of  shares 
held  during  the  entire  year.  In  the  event  that  any  of  the  shares  were 
acquired  or  disposed  of  during  the  year,  an  adjustment  should  be 
made  showing  the  amount  of  taxes  properly  allocated  to  the  divi- 
dends received  after  acquisition  or  beiore  disposition  of  the  stock. 


SECTION  223— INDIVIDUAL  RETURNS. 

1-19-78. 
Section  223,  Article  401 :  Individual  Setunu.  O.  D.  57. 

Where  the  property  of  an  alien  enemy  has  been  taken  over  by 
the  Alien  Property  Custodian  in  accordance  with  the  provisions  of 
the  trading-with-the-enemy  act,  and  the  individual  has  executed  a 
return  but  has  no  funds  out  of  which  to  pay  the  amount  of  tax 
shown,  the  return  should  be  filed  with  the  collector  of  internal 
revenue  for  his  district  as  reouired  by  law.  The  individual  in  such 
case  can  not  be  held  responsible  for  failure  to  pay  his  income  tax. 
The  amount  of  tax  is  a  debt  due  the  United  States  Government  which 
will  be  considered  along  with  those  of  other  creditors  in  the  final 
disposition. 

(See  7-19-297;  sec.  219,  art.  341.)    Betum  of  bankrupt  individual. 


21-19-628. 
O.  D.  285. 

A  husband  and  wife  can  not  divide  the  salary  of  the  husband 
for  the  purpose  of  reporting  such  salary  in  separate  returns  for 
income-tax  purposes,  income  received  by  the  husband,  such  as  rents 
and  interest  from  property  owned  by  him  prior  to  his  marriage,  must 
be  reported  by  the  husband  after  marriage,  even  though  the  wife  is 
given  a  one-half  interest  therein  by  the  community  property  law  of 
the  State. 

80-19-643. 
O.  D.  347. 

If  a  taxpayer  has  filed  a  tentative  return  for  any  taxable  vear  or 
has  paid  any  amount  to  a  collector  of  internal  revenue  on  tne  sup- 
position that  he  will  be  liable  for  payment  of  tax,  and  later  finds 
that  his  income  was  insufficient  to  re(][uire  a  return,  a  statement 
under  oath  to  that  effect  should  be  filed  m  lieu  of  a  complete  return. 
If  tiie  taxpayer  desires  to  file  a  claim  for  refund  of  the  amount 
erroneously  paid,  a  complete  return  will  be  required.  (Also  sec 
262,  art  1086.) 
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Section  223,  Article  404 :  Eetnm  of  Income  of  Nonresident 

Alien. 

(See  2-19-168;  sec.  221,  art  863.)    Return  to  accompany  claim  for 
excess  tax  withheld. 


8-19-327. 
Section  223,  Article  406:  Verifcation  of  Eetnrns.  O.  D.  189. 

American  citizens  in  China,  when  executing  their  income  tax  re- 
turns, may,  when  the  services  of  a  notary  are  not  available,  attach  to 
their  returns  Consular  Form  180,  properly  adapted  and  made  a  part 
of  their  tax  return. 


29-19-629. 
T.  D.  2951. 

Article  406  of  Regulations  45  is  hereby  amended  to  read  as  fol- 
lows: 

Abt.  406.  Verification  of  returns. — All  income-tax  returns  must  be  verified 
under  oath  or  affirmation,  before  an  officer  duly  authorized  to  administer 
oaths  either  by  the  laws  of  the  United  States  or  by  the  laws  of  the 
State  or  Territory  where  smch  officer  resides.  Persons  in  tiie  naval  or  military 
service  of  the  United  States  may  verify  their  returns  before  any  official  author- 
ized to  administer  oaths  for  the  purposes  of  these  services.  Income-tax  returns 
executed  abroad  may  be  attested  free  of  charge  before  United  States  consular 
officers.  Where  a  foreign  notary  or  other  official  having  no  seal  shall  act  as 
attesting  officer,  the  authority  of  such  attesting  officer  should  be  certified  to 
by  some  Judicial  official  or  other  proper  officer  having  knowledge  of  the  ap- 
pointment and  official  character  of  the  attesting  officer. 


SECTION  224— PARTNERSHIP  RETURNS. 

12-19-403. 
Section  224,  Article  411 :  Partnership  Returns.  O.  D.  228. 

As  the  death  or  withdrawal  of  a  partner  ordinarily  dissolves 
the  partnership,  a  return  would  be  required  covering  the  period 
from  the  beginning  of  the  partnership's  taxable  year  to  the  date 
of  its  dissolution.  If  the  business  of  the  partnership  is  continued 
as  such,  a  new  accounting  period  would  be  established  upon  the 
necessary  reorganization  of  the  partnership,  and  its  next  return 
should  cover  the  period  from  the  date  of  reorganization  until  the 
end  of  the  taxable  year. 


SECTION  225— FIDUCIARY  RETURNS. 

1-19-79. 
Section  225,  Article  421 :  Fiduciary  Returns.  O.  D.  58. 

A  fiduciary  should  file  Form  1040  for  nonresident  alien  bene- 
ficiary, even  though  the  individual's  distributive  share  of  income  is 
derived  £rom  dividends  and  is  less  than  $5,000. 


(See  7-19-297;  sec  219,  art.  341.)     Trustees  in  bankruptcy  re- 
quired to  file  return  of  net  income  for  bankrupt's  estate. 
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1O-19-360. 
O.  D.  208. 

A  fiduciary  who  is  also  the  beneficiary  of  the  trost  should  file 
a  return  for  the  estate  or  trust,  and  should  also  file  an  individual 
return  showing  his  entire  income  derived  from  the  estate  and  from 
all  other  sources.     (Also  sec.  218 (a) ,  art  8L) 


Section  225,  Article  425:  Ketnm  for  Nonresident  Alien  23-19-547. 

.  Beneiciary.  O.D.292, 

The  ancillary  executor  of  the  estate  of  a  nonresident  alien  should 
make  returns  for  the  estate  and  pay  the  taxes  due,  as  agent  of  the 
foreign  executor,  and  file  personal  returns  for  1918  for  each  non- 
resident alien  beneficiary  on  Forms  1040  (revised)  or  1040  (a)  (re- 
vised) ;  also  a  withholding  return  on  Form  1042  (revised),  accom- 
panied by  Certificate  1098  (revised).    (Also  sec.  219,  art.  841.) 


SECTION  227— TIME  AND  PLACE  FOR  FILING  RETURN. 

24^19-570. 

Section  227,  Article  443 :  Extension  of  Time  by  Collector.  T.  D.  2935. 

Article  443  of  Segulations  45  is  hereby  amended  to  read  as  follows: 

Art.  443.  Extension  of  time  by  collector, — It  is  important  that  the  taxpayer 
render  before  the  return  due  date  a  return  as  complete  and  Anal  as  It  is  pos- 
sible for  him  to  prepare.  However,  in  cases  of  sickness  or  absence  collectors 
are  authorized  to  grant  an  extension  of  not  exceeding  80  days  where  in  tbeir 
Judgment  such  further  time  is  actually  required  for  the  making  of  an  accumte 
return.  (See  art.  1002.)  The  appUcation  for  such  extension  must  be  made 
prior  to  the  expiration  of  the  period  for  which  the  extension  la  desired.  The 
absence  or  sickness  of  one  or  more  officers  of  a  corporation  at  the  time  tlie 
return  is  required  to  be  filed  will  not  be  accepted  as  a  reasonable  cause  for 
failure  to  file  the  return  within  the  prescribed  time  unless  It  Is  satisfactorily 
shown  that  there  were  no  other  principal  officers  available  and  sufficiently  in- 
formed as  to  the  affairs  of  the  corporation  to  make  and  verify  the  return.  As 
a  condition  of  granting  an  extension  of  time  for  filing  a  return  the  collector 
may  require  the  submission  of  a  tentative  return  and  estimate  of  the  tax  oo 
Form  1040-T  in  the  case  of  individuals,  or  on  Form  1031-T  in  the  case  of  cor- 
porations; and  the  payment  of  one-fourth  of  the  estimated  amount  of  tax. 
Where  a  taxpayer  has  filed  a  tentative  return  and  has  failed  to  file  a  complete 
return  within  the  period  of  the  extension  requested  by  him,  the  complete  retam 
when  filed  is  subject  to  penalties  prescribed  for  delinquency.  Where  a  tentative 
return  has  been  filed  and  no  time  has  been  fixed  within  which  a  complete  return 
must  be  filed,  the  collector  may  at  any  time  send  notice  to  the  taxpayer  to  file 
a  complete  return  within  a  period  of  time  therein  specified  by  him,  and  a  tax- 
payer who  fails  to  comply  with  such  request  will  incur  the  penalties  prescribed 
by  statute  for  delinquency  In  filing  a  return. 


4-20-707. 
M.  2383. 

The  acceptance  of  tentative  returns  ana  tne  use  of  Forms  1040-T 
and  1031-T  will  not  be  permitted  in  the  case  of  taxpayers  filing  re- 
turns for  the  calendar  year  1919. or  for  a  fiscal  year  ending  in  1920 
except  in  extraordinary  cases  on  the  specific  authorization  of  the 
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Commissioner.  Any  request  for  permission  to  file  tentative  returns 
in  such  cases  should  be  addressed  to  the  Commissioner  and  should 
state  dearly  the  reasons  why  it  is  impossible  to  file  complete  returns 
on  time.  In  cases  of  sickness  or  absence,  collectors  have  authority 
to  g^tint  extensions  of  time  not  to  exceed  80  days. 

In  meritorious  cases  collectors  may  extend  the  privilege  of  filing 
tentative  income  and  profits  tax  returns  on  Forms  1040-T  and 
1031-T  to  taxpayers  reporting  for  a  fiscal  year  ending  prior  to  De- 
cember 81,  1919,  on  condition  that  one-fourth  the  estimated  tax  is 
paid  at  the  time  of  filing  such  returns.  In  these  cases  a  reasonable 
extension  of  time  for  filing  the  completed  returns  will  be  granted  by 
the  Commissioner  upon  request  of  the  taxpayers  showing  we  reasons 
why  completed  returns  could  not  be  filed  on  time. 


Section  227,  Article  445 :  Extension  of  Time  in  the  Case  of  2-19-160. 

Persons  Abroad.  O.  809. 

Where  persons  abroad  or  foreign  corporations  take  advantage 
of  the  extension  of  time  granted  for  the  payment  of  tax,  in  artide 
445,  Regulations  45,  interest  is  not  collectible  at  the  rate  of  one-half 
of  1  per  cent  from  such  person  or  foreign  corporation  from  the  time 
the  tax  would  have  been  due  if  no  extension  nad  been  granted. 


8-19-199. 
T.  D.  2844. 

Article  445,  final  edition  of  Eegulations  45,  amended  to  permit 
taxpayers  residing  or  traveling  abroad  to  pay  at  the  time  of  filing 
returns  only  the  installments  of  tax  past  due  without  interest  at  the 
rate  of  one-half  of  1  per  cent  per  month  and  other  installments  as 
they  fall  due. 


SECTION  230— TAX  ON  CORPORATIONS. 

4-19-227. 
Section  230,  Article  503 :  Corporations  Liable  to  Tax.  S.  1001. 

Where  the  holders  of  the  entire  common  stock  of  a  corporation 
agree  to  pool  their  stock  interests  and  share  in  a  certain  portion  of 
the  profits  accruing  to  the  corporation  according  to  a  fixed  arbitrary 
percentage  rather  than  in  proportion  to  their  respective  stock  hold- 
ings, the  corporation  is  still  taxable  as  such  and  is  not  to  be  treated 
as  a  partnership  for  purposes  of  the  income  tax. 


(See  10-19-351;  sec.  1,  art  1504.)    When  trusts  taxed  as  corpora- 
tions. 


(See  11-19-386;  sec.  233,  art.  541.)    Gains  derived  from  the  sale  of 
a  corporation's  assets  with  a  view  to  its  liquidation. 
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SECTION  281--CONDrnONAL  AND  OTHER  EXEMPTIONS. 

Section  281,  Article  511 1  Proof  of  Exemption.  O.  D.  60. 

A  railroad  oompaoy  whidi  turns  all  of  its  income  over  to  a 
charitable  institulion  aa  a  dividend  does  not  come  within  the  pro- 
vision of  section  281  (12),  as  it  is  actively  engaged  in  the  opera- 
tion of  a  railroad  system. 


7-19-300. 
O.  D.  177. 

A  corporation  managed  by  five  trustees,  operating  a  theater 
building  erected  as  a  memorial,  the  net  income  from  which  is  to  be 
turned  over  to  a  city,  for  its  use  and  benefit,  is  not  one  organized  for 
the  "  exclusive  purpose  of  holding  title  to  property,  collecting  income 
therefrom,  and  turning  over  the  entire  amount  thereof  less  expenses 
to  an  organization  which  itself  is  exempt  from  income  tax,"  and  is 
required  to  file  returns  of  annual  net  mcome  and  to  pay  any  tax 
thereby  shown  to  be  due. 


8-19-828. 
O.  D.  190. 

In  dealing  with  cases  coming  under  section  281,  the  character 
of  the  corporation  must  be  judged  lay  its  articles  of  incorporation, 
constitution,  and  by-laws  rather  than  by  the  declarations  of  its 
officers  or  the  method  by  which  it  conducts  or  has  conducted  its 
business.  Accordingly,  if  the  activities  of  a  company  are  confined  to 
cooperative  selling  for  the  benefit  of  its  patrons,  but  it  is  granted 
additional  powers  by  its  charter,  it  will  nevertheless  be  required  to 
file  returns  and  pay  the  tax  if  any  shown  to  be  due. 


Section  231,  Article  515:  Building  and  Loan  Assooia-  19-19-499. 

tiong.  S.  1140. 

Income  tax. — Acts  of  October  8,  1918,  September  8,  1916,  and 
February  24,  1919. 

Buildmg  and  loan  associations :  Where  a  building  and  loan  asso- 
ciation has  no  other  features  which  render  it  liable  to  income  tax, 
it  will  ordinarily  not  be  subject  to  tax  merely  because — 

(a)  It  has  paid-up  shares  which  are  (a)  preferred  as  to  earnings, 
and  (6)  have  a  definite  rate  of  interest  which  may  be  higher  than 
the  rate  of  dividends  paid  on  other  stock  (Park  view  Building  & 
Loan  Association  v.  Herold,  208  Fed.,  876 ;  C.  C.  A.,  210  Fed.,  677 ; 
T.  D.  1941) ;  or 

(b)  Its  balance  sheets  show  that  it  is  lending  considerable  sums 
to  nonmembers  (Central  Building,  Loan  &  Savings  Co.  v.  Bowland, 
and  Belief  ontaine  Building  &  Loan  Co.  v.  McMaken,  216  Fed.,  626) ;  or 

(o)  It  is  a  regular  borrower  of  large  sums  of  money  which  it 
uses  for  loans  to  members,  the  dues  paid  by  members  being  entirely 
inadequate  for  the  business  transacted  by  it  (Belief ontaine  Building 
&  Loan  Co.  v.  McMaken,  216  Fed.,  626,  supra). 
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Where  a  building  and  loan  association  has  an  amount  of  paid-up 
capital  which  is  so  large  as  to  be  entirely  out  of  proportion  to  the 
amount  of  running  shares  on  which  members  are  paying,  it  may  or 
may  not  be  liable  to  income  tax,  the  liability  to  tax  of  such  an  insti- 
tution depending  upon  the  facts  of  the  particular  case. 


Section  231,  Article  517:  Beligious,  Charitable,  Scien-  8-19-329. 

tiflCi  and  Educational  Corporations.  T.  B.  R.  33. 

The  word  ** private"  in  section  231,  subdivision  6,  refers  to  a 
stockholder  or  individual  in  his  private  capacity  as  distinguished 
from  a  public  capacity.  Dividends  inure  to  a  stockholder  in  his 
private  capacity  when  they  inure  to  him  separate  from  the  public 
and  not  as  an  official  or  representative  of  the  public. 

A  corporation  conducting  an  educational  institution  all  of  whose 
stockholders  are  directors  in  the  company,  and  which  pays  dividends 
to  its  stockholders,  the  surplus  earnings  over  a  fixed  rate  paid  as 
dividends  beinff  invested  as  they  accrue  in  grounds,  building,  and 
equipment  neeaed  in  the  business,  is  not  exempt  from  taxation  on 
the  ground  that  its  stocldiolders  are  official  stockholders  and  not 
private  stockholders. 


(See  23-1^546;  sec.  214  (a)  11,  art.  251.)     Musical  association 
not  organized  for  profit. 


2a-19-648. 
O.  D.  293, 

An  incorporated  educational  institution  whose  only  source  of 
income  is  from  tuition  and  sale  of  uniforms  and  supplies  to  its  stu- 
dents, and  no  part  of  the  net  income  of  which  is  distributed  as 
dividends,  but  is  expended  in  acquiring  additional  buildings  and 
equipment,  is  not  entitled  to  exemption.  The  corporation  is  consid- 
ered as  capitalizing  its  earnings  oy  acquiring  new  buildings  and 
equipment* 

29-19-630. 
O.  D.  340. 

An  or^nization  incorporated  for  the  purpose  of  establishing  and 
maintaining  a  day  nursery  for  young  children  whose  parents  are 
obliged  to  work  and  have  no  means  to  provide  care  for  their  children 
durmg  the  day,  and  deriving  its  income  from  subscriptions  and  dona- 
tions, and  a  small  amount  from  securities^  all  of  which  is  used  in 
promoting  the  activities  of  the  nursery,  is  exempt  from  taxation 
under  section  231  (6)  of  the  Revenue  Act  of  1918. 


(See  6-20-716;  sec.  214(a)   11,  art  251.)     Community  Service 
(Inc.),  an  exempt  corporation. 
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(See  8-20-766;  sec  214  (a)  11,  art  261.)  Status  of  corporations 
organized  for  erecting  and  maintaining  monuments  and  like 
memorials. 


1-19-86. 
Section  231,  Article  618:  Bnsiness  Leagues.  O.  D.  61. 

An  unincorporated  association  formed  for  the  purpose  of  ascer- 
taining the  causes  of  losses  sustained  through  navigation  of  vessels 
belonging  to  its  members,  thereby  reducing  such  losses,  any  excess  of 
fees,  assessments,  and  interest  received  over  current  expenses  and 
losses  sustained  by  members  being  returned  to  members  on  a  pro  rata 
basis,  is  exempt  from  taxation  and  not  required  to  file  returns. 


1-19-81. 
Section  231,  Article  620 :  Social  Clubs.  S.  958. 

A  provision  in  the  by-laws  of  a  country  club,  that,  in  the 
event  of  the  dissolution  oi  the  club,  the  holder  of  a  life  membership 
shall  participate  in  the  distribution  of  the  assets  of  the  club  after  its 
other  debts  are  paid  and  before  any  sums  are  paid  to  either  regular 
members  or  shareholders,  is  not  alone  sufficient  to  make  the  club 
liable  to  render  income  tax  returns. 


2-19-162. 
O.  D.  108. 

A  club  formed  for  the  purpose  of  providing  for  the  members 
thereof  a  suitable  meeting  place,  a  library,  and  a  dining  room  where 
meals  will  be  furnished  to  the  members,  the  income  being  derived 
from  membership  dues  and  the  receipts  for  food,  wine,  and  cigars 
purchased  by  members,  and  no  part  of  the  net  earnings  inuring  to 
the  private  Denefit  of  any  memoer,  is  entitled  to  exemption  from 
taxation,  and  will  not  be  required  to  file  returns  of  annual  net  in- 
come. 


20-19-513. 
O.  D.  280. 

A  club  organized  for  the  purpose  of  promoting  the  principles 
and  interests  of  a  certain  political  party,  deriving  its  income  from 
membership  dues  and  donations  which  are  used  for  the  purpose  of 
defraying  expenses  necessary  to  the  operation  and  upkeep  of  its 
rooms,  no  part  of  which  inures  to  the  benefit  of  any  of  its  members, 
is  exempt  under  section  231  of  the  Revenue  Act  of  1918. 


Section  231,  Article  621 :  Mutual  Insurance  Companies.  1-19-82. 

and  like  Organizations.  0. 792. 

A  company  or  association  qualified  as  a  "like  organization '' 
under  section  231,  subdivision  (10),  is  not  "of  a  purely  local  char- 
acter "  when  its  busiuess  activities  are  not  confined  to  a  particular 
community,  place,  or  district.'   The  business  operations  of  such  a 
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^  like  organization  ^  might  be  confined  to  a  particular  community, 
place,  or  district,  thus  bringing  it  within  the  meaning  of  the  words 
"  purely  local  character,"  and  yet  cover  portions  of  more  than  one 
State.  The  words  "purely  local  character"  imply  a  single  locality, 
irrespective  of  political  subdivisions.  But  when  its  activities  cover 
half  the  counties  of  two  States,  and  part  of  two  other  States,  such 
districts  bein^  two  or  three  hundred  miles  apart;  or  when  its  activi- 
ties cover  a  whole  State  and  part  of  another  State,  they  are  of  "gen- 
eral "  rather  than  a  "  local  '^character  and  the  associations  are  not 
exempt  from  taxation. 


1-19-88. 
0. 790. 

Where  a  casualty  insurance  association  is  organized  for  the  pur- 
pose of  insuring  its  members  throughout  the  State,  and  not  within 
a  geographical  subdivision  thereof,  and  where  it  issues  policies  of 
insurance  for  stipulated  cash  prcmiiuns  instead  of  depending  upon 
assessments  solely  for  the  payment  of  its  insurance  liabilities,  and 
where  its  annual  surplus  over  all  expenditures,  losses,  etc.,  may  be 
returned  to  the  members  in  the  shape  of  annual  dividends,  and  where 
the  fund  for  the  payment  of  salaries  and  other  operating  expenses 
is  a  large  percentage  of  cash  received  by  it,  and  it  makes  permanent 
investments  of  large  amounts  in  Liberty  bonds  of  the  United  States, 
the  association  can  not  be  considered  to  be  of  the  character  of  those 
exempted  by  section  231,  subdivision  (10),  of  the  Act  of  February 
24, 1919. 


1-19-87. 
O.  D.  62. 

Mutual  health    and    accident    associations    are  held  not    to  be 
exempt  under  the  Ee venue  Act  of  1918. 


1-19-88. 
O.  D.  63. 
A  travelers'  association  providing  for  fixed  death  benefits  to 
the  beneficiaries  of  the  members  is  held  to  be  a  mutual  life  insurance 
association  rather  than  a  fraternal  beneficial  society.  Since  the  law 
provides  no  exemption  for  mutual  associations  of  this  character  they 
are  liable  for  returns  and  must  pay  the  tax,  if  any,  shown  to  be  due. 


14r-19-437. 
O.  D.  262. 
A  mutual  liability  insurance  company  deriving  its  income  from 
premixmis  and  assessments  of  its  members  which  are  used  to  defray 
operating   expenses   and    to    indemnify    its   policyholders   against 
amounts  which  they  are  required  to  pay  under  a  workmen's  compen- 
sation law,  is  not  within  the  class  of  corporations  specifically  ex- 
empted by  the  Bevenue  Act  of  1918  and  must  file  a  return  showing  its 
net  income. 
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26-1&-586. 

O.  D.  312. 

An  insurance  association  incorporated  under  the  laws  of  a 
certain  State  for  the  purpose  of  perniitting  automobile  owners  to 
exchange  contracts  of  insurance  and  indemnity  without  becoming 
jointly  liable  as  subscribers  on  any  risks,  confining  its  activities 
within  the  State  and  its  only  source  of  income  oeing  from  assess* 
ments,  dues,  and  fees  collected  from  members  for  the  sole  purpose 
of  meeting  expenses,  is  a  ^^  like  organization  of  a  purely  local  chaj^ao- 
ter  "  withm  the  meaning  of  section  281  of  the  Bevenue  Act  of  1918 
and  is  exempt  from  income  taxes. 


fi6-19-6M. 
O.  D.  318. 

A  mutual  irrig;atin^  ditch  company  proyidlng  for  its  expenses 
by  assessment  against  its  stockholders  ana  receiving  no  other  income 
except  certain  rents  derived  from  the  use  of  its  surplus  water  does 
not  comply  with  all  the  requirements  of  section  281  (10)  inasmuch  as 
its  income  does  not  consist  solely  of  assessments,  dues,  and  fees  col- 
lected from  members,  and  will  be  required  to  file  returns  of  iannual 
net  income  and  pay  any  tax  due  tiiereon. 


1-19-84. 
Seotion  231,  Article  622:  OooperatiYe  AssociationB.  S.  952. 

Where  an  association  formed  primarily  in  orde^  to  market  the 
product  of  its  members  also  engages  in  the  business  of  buying 
and  selling  at  a  profit  it  is  not  exempt  from  income  tax  (Bevenue 
Act  of  1916,  sec.  11  (a),  Eleventh;  Kevenue  Act  of  1918,  sec.  231, 
par.  11).    Solicitor's  Memorandum  No.  848  revoked. 


1-19-^9, 

O.D.64. 

An  incorporated  fruit  growers*  union,  which  conducts  its  busi- 
ness at  a  profit,  thereby  accumulating  a  fund  out  of  which  divi- 
dends are  paid,  is  deprived  of  exemption  from  tax  if  it  allows  per- 
sons who  are  not  friut  growers  to  acquire  stock  and  thus  share  in 
the  profits.  To  the  extent  that  it  has  such  stockholders  it  loses  its 
character  as  sales  aeent  acting  for  the  mutual  benefit  of  the  fruit 
growers,  and  accordingly  its  exemption  from  tax  also.  The  union 
may,  however,  deduct  from  gross  income  amounts  periodically  re- 
turned to  members  as  a  refund  of  profits  on  business  transacted  with 
them  and  proportioned  to  the  amount  of  such  business. 


1-19^0. 
O.  D.  66. 

A  cooperative  store  managed  bv  a  university  for  the  purpose 
of  selling  to  its  students  supplies  ox  every  kind,  and  in  case  of  disso- 
lution m  ]property  reverting  to  the  trustees  or  the  school,  does  not 
come  withm  the  class  of  corporations  organized  for  the  exclusive 
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purpose  of  holding  title  of  property,  collecting  income  therefrom, 
jind  taming  over  uie  entire  amount  thereof.  It  is  actively  engaged 
in  the  operation  of  a  business  in  which  profits  are  realized  and  will 
therefore  be  required  to  file  returns*  of  annual  net  income  and  pay 
any  tax  thereby  shown  to  be  due. 


8-19-330. 
O.  D.  191. 

A  cooperative  creamery  company  which  buys  outright  the 
products  of  its  members  and  distributes  the  proceeds  on  tne  basis 
of  the  number  of  shares  held  by  each  member  instead  of  on  the 
basis  of  the  quantity  of  milk,  or  butter  fat  in  the  milk  furnished  by 
such  members,  is  not  exempt  from  filing  returns  and  paying  any  tax 
found  to  be  due. 


SECTION  232— NET  INCOME  DEFINED. 

Section  232,  Article  631 :  Net  Income. 

(See  16-19-449 ;  sec.  288,  art.  641.)  Net  income  for  period  covered 
by  return  of  telephone  companies  when  operated  under  Government 
controL 


SECnON  288-^6ROSS  INCOME  DEFINED. 

1-19-92. 
Section  233,  Artiole  641 :  Gtom  Income.  O.  D.  66. 

The  option  exercised  by  a  corporation  beneficiary  in  allowing  the 
proceeds  of  an  insurance  policy  to  be  paid  in  installments  represents 
in  fact  an  investment  of  such  proceecb.  Any  interest  or  profits  re- 
ceived over  and  above  the  face  value  of  each  instnlhnent  represents 
taxable  income  to  the  corporation  for  the  year  in  which  received. 


8-19-331. 
O.  D.  192. 

The  excess  of  the  amount  of  bonds  purchased  by  a  bank  from 
the  Government  over  the  amount  of  such  bonds  subscribed  for  by  the 
customers  through  the  bank  during  the  respective  periods  desimated 
by  the  Government  for  receiving  subscriptions  is  to  be  regarded  as 
being  the  amount  of  principal  oi  bonds  originally  subscribed  for  by 
the  bank  for  its  own  investment.  Such  bonds  are  to  be  listed  in  the 
return  of  the  bank  as  property  of  the  bank  subject  to  schedules  4  and 
A-4  of  Form  1120,  and  tne  interest  on^  such  bonds  is  taxable  income 
to  the  bank  except  to  the  extent  provided  in  the  Liberty  loan  acts 
and  the  supplements  thereto. 

The  bonds  subscribed  for  by  the  customers  during  the  subscrip- 
tion periods  on  which  no  default  has  occurred  are  to  be  deemed  the 
property  of  the  customers  and  are  not  to  be  listed  in  the  return  of 
the  bank  and  the  interest  received  from  the  Government  on  account 
of  such  bonds  is  not  to  be  returned  by  the  bank  as  income,  but  is  to 
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be  reported  in  the  returns  of  the  customers.  The  amount  of  interest 
received  by  the  bank  from  its  customers  on  account  of  bonds  carried 
for  them  (including  the  amount  represented  by  any  coupons  retained 
by  the  bank  by  wav  of  adjustment  of  accrued  interest)  constitute 
taxable  income  to  the  bank,  and  no  part  of  such  interest  is  exempt 
from  tax  inasmuch  as  it  is  not  interest  on  obligations  of  the  United 
States  but  is  interest  on  money  advanced  to  uie  customers.  (Also 
sec.  218  (b),  art.  78.) 


11-19-386. 
S.  1090. 

Gains  derived  by  a  corporation  from  the  sale  of  its  assets  with  a 
view  of  liquidation  are  measured  by  the  difference  between  the  amount 
received  from  the  sale  and  the  fair  market  value  as  of  March  1, 1913, 
where  acquired  prior  thereto,  and  are  taxable  income  whether  or  not 
the  corporation  is  in  process  of  liquidation.    (Also  sec.  280,  art.  503.) 


12-19-404. 
O.  D.  229. 

Telephone  companies  taken  over  by  the  Govemmentj  and  whose 
compensation  has  been  fixed  by  the  Government,  should  include  such 
compensation  in  the  amount  ox  gross  income  reported  on  their  returns, 
in  addition  to  the  income,  gains,  and  profits  accruing  from  other 
sources  during  the  taxable  year.  Companies  whose  compensation  has 
not  been  fixed  should  include  in  the  gross  income,  in  addition  to  other 
income  reported,  the  amount  of  operating  income  received,  and  when, 
later  on,  the  President  fixes  the  compensation  for  the  use  of  their 
properties  during  the  taxable  year,  they  should  file  amended  returns 
showing  the  total  income  received  and  recompute  the  tax  on  that  basis. 


12-19-405. 
O.  D.  230. 

A  corporation  owning  a  nine-tenths  interest  in  a  foreign  part- 
nership should,  for  the  purpose  of  making  income  tax  returns,  treat 
the  partnership  and  corporation  as  separate  entities  imder  the  Reve- 
nue Act  of  1918.  The  corporation  would  be  taxable  on  its  share  of  the 
partnership  profits. 


18-19-425. 
O.  D.  246. 

No  taxable  income  accrues  to  a  public  utility  corporation  from 
a  mere  book  entry  charging  construction  account  and  crediting  income 
account  due  to  charging  interest  on  the  company's  own  funds  used  tem- 
porarily for  construction  purposeSj  as  permitted  under  the  Interstate 
Commerce  Commission's  classification ;  neither  will  the  company  be  al- 
lowed to  include  in  its  assets  such  amount  of  interest  charged  to  capital 
account  for  the  purpose  of  determining  invested  capital.  (Also  sea 
826,  art  881.) 
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15-19-449. 
O.  D.  ^55. 

A  telephone  company  should  make  a  1918  return  for  its  ac- 
counting period,  either  calendar  or  fiscal  year,  and  all  income  appli- 
cable to  such  period  should  be  included  m  the  corporation's  return 
irrespective  of  the  portion  of  the  year  during  which  it  may  have  been 
operated  under  Government  control.  The  invested  capital  should  be 
computed  on  the  basis  of  a  12  months'  period  and  not  prorated.  (Also 
sec.  232,  art.  631,  and  sec.  826,  art.  855.) 


(See  21-19-520;  sec.  201,  art.  1541.)     Dividends  from  foreign  cor- 
poration under  1917  law. 


(See  21-19-528 ;  sec.  218,  art.  52.)     Income  accruing  to  corporation 
from  sale  made  by  incorporators  before  company  is  mcorporated. 


Seotion  233,  Article  642:  Sale  of  Capital  Stock. 

(See-11-1 9-891;  sec.  826,  art.  881.)  Commissions  paid  on  sale  of 
capital  stock. 

2-20-676, 
Section  233,  Article  645:  Sale  of  Capital  Assets.  A.  R.  M.  21. 

If,  upon  the  sale  of  the  capital  assets  of  a  corporation  to  another 
corporation,  shares  of  stock  are  surrendered  by  the  old  stockholders 
to  the  vendee  corporation,  the  nature  of  the  transaction  is  not  changed 
from  one  of  sale  by  the  corporation  to  one  of  sale  of  stock  by  the 
stockholders. 


Section  233,  Article  647 :  Gross  Income  of  Corporation  in  12-19-406. 

Liquidation.  O.  D.  231. 

A  corporation  entirely  out  of  business  maintaining  its  corpo- 
rate existence  merely  for  the  purpose  of  liquidation  and  still  holding 
income-producing  investments  not  yet  due  is  required  to  file  the  in- 
come and  excess-profits  tax  returns  for  each  year  embracing  the 
liquidating  period.  The  income  received  by  the  corporation  from  its 
outstanding  investments  is  to  be  returned  for  tax  purposes.  (Also  sec. 
239,  art.  622.) 

Section  233,  Article  649 :  Gross  Income  of  Life  Insurance         20-19-514. 
Companies.  T.  D.  2899. 

(a)  Dividends  excluded  from  gross  income. — ^Under  the  provisions 
of  paragraph  G,  subdivision  (b)  of  section  2  of  the  act  of  October 
8, 1918,  that  **  life  insurance  companies  shall  not  include  as  income  in 
any  year  such  portion  of  anv  actual  premium  received  from  any  indi- 
vidual policyholder  as  shall  have  been  paid  back  or  credited  to  such 
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individual  policyholder  within  such  year,^  a  life  insurance  company 
is  not  entitled  to  exclude  from  its  total  income  during  the  taxable 
year,  for  the  purpose  of  ascertaining  its  gross  income,  any  dividends 
paid  or  credited  to  policyholders  from  whom  it  did  not  receive  any 
premium  during  that  year;  and  as  to  such  policyholders  as  it  did  re- 
ceive premiums  from  uiat  year  it  is  entitled  to  exclude  only  such  part 
of  the  dividends  paid  to  those  policyholders  as  did  not  exceed  the 
amounts  received  from  them,  respectively,  by  way  of  premiums  dur- 
ing that  year. 

(b)  Dividends  consisting  of  redundancies  in  previous  premium 
payments. — None  of  the  cash  dividends  paid  bv  a  Uf e  insurance  com- 
pany to  its  policyholders  which  repres^t  redundancies  in  previous 
premium  pavments  are  deductible  from  gross  income  in  annual  tax 
returns  as  ^^sums  other  than  dividends  paid  within  the  year  on 
policy    •    •    •    contracts.** 


Section  233,  Article  650:  Oross  Inoome  of  Foreign  Corpo*         2-19-163. 
rations.  O.  D.  109. 

A  citizen  of  the  United  States,  resident  abroad  as  agent  of  a 
domestic  corporation,  received  commissions  from  the  domestic  cor- 
poration and  assisted  them  to  a  nonresident  foreign  corporation  hav- 
mgno  office  or  place  of  business  in  this  countir. 

The  foreign  corporation  will  not  be  liable  for  income  tax  on  the 
amounts  received  irom  the  Agent  of  the  domestic  corporation  unless 
such  amounts  represent  in  fact  payments  of  profits  or  income  result- 
ing from  business  conducted  in  this  country  on  behalf  of  the  foreign 
corporation. 

The  a^nt  being  a  citizen  of  the  United  States  must  include  the 
commissions  in  his  returns  as  income,  notwithstanding  that  they  were 
assigned  to  the  foreign  corporation. 


23-19-549. 
O.  D.  294. 

The  mere  selling  of  raw  materials  in  thi^  country  by  a  foreign 
corporation  through  the  medium  of  a  mail-order  business  or  un- 
solicited orders,  does  not  constitute  transacting  business  within  the 
United  States  and  any  income  received  from  such  transactions  would 
not  be  subject  to  tax.    (Also  sec.  213,  art.  91.) 


4-20-708. 
O.  D.  384. 

Under  the  terms  of  a  contract,  a  domestic  corporation  purchased 
abroad  from  a  foreign  corporation  goods  at  a  minimum  price  for 
resale  in  the  United  States.  If  sold  for  more  than  the  minimum 
price,  the  domestic  corporation  was  to  receive  a  commission  and  after 
deducting  certain  expenses  and  the  commission,  the  net  profit  was 
divided  between  the  domestic  corporation  and  the  foreign  corpora- 
tion. The  share  of  the  profits  so  received  by  the  foreign  corporation 
represents  income  from  sources  within  the  United  States,  but  is  not 
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subject  to  the  withholding  provisions  of  the  Bevenue  Act  of  1918, 
since  it  is  not "  fixed  or  determinable  income  "  within  the  meaning  of 
the  act.  However,  the  domestic  corporation  acting  as  a^ent  of  the 
foreign  corporation- with  respect  to  goods  sold  in  the  United  States 
must  file  a  return  of  income  (Form  1120)  for  the  foreign  corporation 
and  pay  any  tax  found  to  be  due.    (Also  sec.  221,  art  862.) 


SECTION  234— DEDUCTIONS  ALLOWED:  CORPORATIONS. 

3-19-188. 
Section  234,  Article  561 :  Allowable  Dednotions.  S.  983. 

Where  a  corporation  pays dollars  in  1919,  as  liquidated  dam- 
ages, to  be  relieved  from  the  terms  of  a  contract  which  called  for 
the  delivery  of  merchandise  in  1918  and  1919,  the  loss  so  incurred  is 
deductible  from  gross  income  for  the  year  1919  rather  than  1918. 


3-19-201. 
O.  D.  130. 

An  American  corporation  will  not  be  reauired  to  pay  income, 
excess  profits,  and  war  profits  taxes  on  diviaends  received  from  a 
foreign  holding  company  whose  income  was  derived  entirely  from 
dividends  on  stock  oi  another  American  company. 


4-19-228. 
O.  D.  146. 

A  corporation  Seeping  its  accounts  on  an  accrual  basis  will  not 
be  permitted  to  deduct  from  gross  income  a  sum  in  anticipation 
of  uie  amount  the  corporation  may  be  required  to  allow  as  cash  dis- 
coimt  on  accoimts  due  and  payable  in  the  succeeding  year.  But  any 
amounts  so  allowed  in  the  succeeding  year  before  the  return  is  fil^ 
may  be  deducted  from  gross  sales  for  the  previous  taxable  year. 


(See  5-19-251 ;  sec.  214  (a)  12,  art.  261.)     Losses  in  inventory  and 
from  rebates. 


(See  5-19-252;  sec.  216,  art.  301.)  Taxability  of  dividends  re- 
ceived from  foreign  corporations  deriving  income  from  sources 
within  the  United  State& 


10-19-361. 

T.  D.  2880. 

When  capital  stock  of  a  corporation  was  sold  at  a  premium,  the 

amount  of  tne  premium  received  may  not  be  added  to  paid  up  capital 

stock  outstanding  at  the  close  of  the  year  in  computing  the  amount  of 

interest  deductible  under  the  Act  of  August  5, 1909. 
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10-19-362. 
T.  B.  M.  44 

The  problem  of  determining  reasonable  compensation  for  per- 
sonal services  is  one  of  difficulty,  in  that  there  are  few  general  niles 
which  can  be  laid  down  as  guides  to  a  decision.  Many  factors  are 
involved,  among  them  being  the  character  and  amount  of  respon- 
sibility, ease  or  difficulty  of  the  work  itself,  time  required,  woridng 
conditions,  future  prospects,  living  conditions  of  tlie  locality,  indi- 
viduJtl  ability,  technical  training,  profitableness  to  the  employer  of 
the  services  rendered,  and  the  number  of  available  persons  capable 
of  performing  the  duties  of  the  position.  These  and  other  factors 
have  a  bearing,  and  the  amount  oi  weight  to  be  attached  to  each  one 
can  be  determined  only  in  the  light  of  the  circumstances  in  each 
particular  case.     (Also  sec.  214(a)  1,  art.  105.) 


(See  11-19-377;  sec.  214(a)  1,  art.  101.)     Premium  on  crop  in- 
surance an  allowable  deduction. 


(See  13-19-418;  sec.  214^  art.  131.)     Allowable  deductions  from 
^oss  income  of  a  corporation. 


14-19-438. 
M.2207. 

Corporations  which  erroneously  deducted  contributions  to  the 
Red  Cross  and  other  war  organizations  in  their  returns  filed  prior 
to  the  issuance  of  T.  D.  2847  need  not  file  amended  returns,  but 
should  immediately  file  with  the  collector  a  statement  showing  the 
amount  of  such  deductions  claimed,  the  amount  of  net  income  as 
reported  and  as  corrected,  and  the  amount  of  additional  tax  due  by 
reason  of  the  erroneous  claiming  of  such  deduction,  accompanied  by 
the  additional  tax  and  interest  on  the  first  and  second  installments. 
(Also  sec.  239,  art.  621.) 

16-19-464. 
O.  D.  259. 

Machinery  equipment  or  other  facilities  erected  or  acquired  on 
or  after  April  6, 1917,  for  the  production  or  manufacture  of  sugar  is 
considered  as  contributing  to  the  prosecution  of  the  war,  and  the 
cost  may  be  amortized  in  accordance  with  the  provisions  of  section 
234(a)  8  of  the  Revenue  Act  of  1918.    (Also  sec.  214(a)  9,  art.  182.) 


(See  17-19-469;  sec.  201,  art.  1544.)     Dividends  paid  in  Liberty 
bonds  having  a  market  value  less  than  par. 


(See  17-19-471 ;  sec.  214(a)  12,  art.  261.)     Inventory  loss  by  part- 
nership succeeding  a  corporation. 
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20-19-515. 
S.  1145. 

Deductions. — Payments  to  trustees  by  a  cemetery  company,  dur- 
ing the  taxable  year,  of  a  percentage  of  the  proceeds  of  sales  of 
cemetery  lots  set  asiae  for  a  "maintenance  fund*'  to  be  controlled 
solely  by  the  trustees  thereof  pursuant  to  a  provision  in  the  charter 
of  the  company  requiring  such  payments,  are  not  deductible  from  the 
gross  income  of  the  corporation  under  the  Act  of  August  5, 1909,  and 
the  Act  of  October  3, 1913. 

(See  22-19-534;  sec.  214,  art.  105.)  Salaries  voted  subsequent  to 
the  close  of  taxable  year. 

*         22-19-537. 
O.  D.  288. 

A  reserve  fund  created  out  of  the  earnings  of  a  corporation  for 
the  purpose  of  redeeming  its  preferred  stock  is  not  an  allowable  de- 
duction in  computing  the  net  income  of  the  corporation  for  tax 
purposes. 

23-19-550. 
T.  D.  2927. 

Taxes  paid  to  a  State  by  a  corporation  on  shares  of  its  stock  owned 
by  another  corporation  are  considered  additional  dividends  to  the 
latter  corporation  and,  if  reported  as  such,  may  be  deducted  as  taxes 
paid.     (Also  sec.  214,  art.  131.)     (1909  act.) 


(See  23-19-551 ;  sec.  250,  art.  1002.)    Penalties  added  to  tax :  When 
deductible  as  business  expense. 


(See  24r-19-561;  sec.  214,  art.  133.)     Assessments  under  Illinois 
laws  relating  to  drainage  districts. 


(See  26-19-595;  sec.  250,  art.  1003.)     Deduction  of  interest  on 
taxes. 


(See  26-19-597;  sec.  301,  art.  715.)     Amortization  when  part  of 
income  is  from  Government  contracts. 


1-20-660. 
0. 968. 


Where  a  corporation  is  authorized  by  its  charter  or  certificate  of 
incorporation  to  purchase  stocks  on  a  margin,  and  where  there  are 
no  laws  in  the  State  where  it  trades  in  stocks  making  marginal  stock 
transactions  by  corporations  illegal,  if  it  sustains  a  loss  as  a  result  of 
marginal  trading  in  stocks,  such  loss  may  be  deducted  in  computing 
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its  net  income,  if  sustained  during  the  taxable  year  and  not  compen- 
sated for  by  insurance  or  otherwise,  unless  it  appears  affirmatively 
that  the  transaction  was  merely  colorable  and  no  bona  fide  purchase 
of  stock  was  made. 

Where  a  corporation  suffers  losses  as  a  result  of  its  ultra  vires  act 
no  deduction  for  such  losses  may  be  made  in  computing  its  net  income. 


(See  7-20-745 ;  sec.  250,  art.  1003.)  Interest  paid  or  accrued  under 
section  250. 

(See  S-20-754;  sec.  214  (a)  8,  art.  181.)  Deductibility  of  Federal 
income  tax  in  return  of  corporation  for  fiscal  year  ending  in  1917, 
prior  to  October  8. 

2-19-164u 
Section  234,  Article  662 :  Donations.  '  S.  965. 

A  corporation  may  not  deduct  the  amount  paid  into  a  pension 
fund  for  the  benefit  of  its  employees  in  the  taxable  year.  This  rule 
obtains,  although  the  corporation  constitutes  itself  a  trustee  of  the 
smn  contributed  to  pay  the  income  thereof  to  its  employees,  but  re- 
serving absolute  discretion  as  to  the  selection  of  the  employees  to  be 
benefited. 

2-19-166. 
O.  D.  110. 

Donations  by  a  corporation  to  a  pension  fund  for  the  benefit  of 
its  officers  and  employees,  the  fund  being  organized  entirely  separate 
and  distinct  from  the  corporation^  having  ite  own  set  of  books,  mak- 
ing its  own  investments,  and  paying  its  own  expenses,  legal  title  of 
which  does  not  remain  in  the  corporation,  are  deemed  to  be  donations 
to  a  charitable  institution  conducted  for  the  benefit  of  the  corpora- 
tion's employees  or  their  dependents,  representing  a  consideration 
for  a  benefit  flowing  directly  to  the  corporation  as  an  incident  of  its 
business,  and  are  allowable  deductions  from  gross  income  in  deter- 
mining net  income  subject  to  tax. 


4-19-229. 
T.  D.  2847. 

Corporations  are  not  entitled  to  deduct  from  gross  income  the 
amount  of  contributions  to  religious,  charitable,  scientific,  or  educa- 
tional corporations  or  associations,  even  though  such  contributions 
may  be  made  to  the  Red  Cross  or  other  war  activities. 


Section  234,  Article  663 :  Sale  of  Capital  Stock,  Bonds,  and  2-19-166. 

Capital  Assets.  O.  D.  111. 

A  corporation  which  issued  its  bonds  at  a  discount  and  im- 
properly charged  the  discount  to  profit  and  loss  may  correct  its 
books  to  show  the  discount  treated  as  interest  paid  in  advance,  to  be 
amortized  over  the  life  of  the  bonds.  Amended  returns  reflecting 
correction  in  the  boolra  may  be  filed. 
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l-.l»-99. 

Sectioii  234,  Artlde  666 :  Tax  on  Bank  Stock.  O.  D.  70. 

Trust  companies,  building  and  loan  associations,  and  State 
savings  banks  organized  under  the  laws  of  the  State  ox  Oregon,  are 
not  allowed  to  deduct  from  gross  income  taxes  paid  upon  the  value 
of  their  shares  of  stock. 


7-19-302. 
0. 858. 

Where  a  corporation  is  a  stockholder  in  a  bank  or  other  cor- 
poration which  is  rec^uired  by  law  to  pay  taxes  assessed  on  the  value 
of  its  shares  of  stock  m  the  hands  of  the  holders  or  owners,  the  stock- 
holder corporation  may  deduct  the  amount  paid  on  its  behalf,  but 
such  taxes  are  considered  additional  dividends,  and  must  be  included 
in  dividends  received  if  the  tax  is  allowed  as  a  deduction  in  com- 
puting net  income.     (1918  act.) 


9-19-344. 
O.  D.  199. 

Article  566  of  Regulations  45  has  special  reference  to  in- 
dividual stockholders,  but  is  equally  applicable  in  the  case  of  cor- 
poration stockholders. 


Section  234,  Article  569:  Beqnired  Addition  to  Beserve  1-19-96. 

Tnnds  of  Insnranoe  Companies.  O.  799. 

A  life  insurance  company  which  maintains  a  reserve  to  liqui- 
date coupons  left  with  tne  company  to  accumulate  at  interest  and 
accrued  mterest  thereon  is  entitled  to  deduct  from  gross  income  in  its 
annual  tax  returns  the  net  addition  made  each  year  to  such  fund. 


8-19-202. 
0. 815. 

A  law  requiring  casualty  companies  to  establish  certain  re- 
serves is  to  be  construed  as  applving  to  companies  issuing  exclusively 
health  and  accident  policies,  unless  the  terms  of  the  law  are  such  as 
to  indicate  they  are  not  to  be  included  in  that  term,  or  unless  they  are 
held  not  to  be  included  in  that  term  by  the  courts  of  the  jurisdiction 
in  which  that  law  was  promulgated. 


Section  234,  Article  572:  Special  Deductions  Allowed  7-20-744. 

Hutnal  Insurance  Companies.  O.  D.  403. 

The  following  procedure  will  be  followed  in  making  final  audit 
and  assessment  ox  returns  of  mutual  fire  and  mutual  casualty  insur- 
ance companies,  with  reference  to  the  deduction  for  premium  de- 
posits retained  for  the  payment  of  losses,  expenses  and  reinsurance 
reserves  authorized  in  section  234  (a)  13  of  the  Revenue  Act  of  1918 : 

In  determining  the  amount  of  deduction  to  be  allowed  for  pre- 
mium dei)osits  retained,  a  company  may  begin  with  the  premium  de- 
posits written  during  tne  tax  year.  From  this  amount  will  be  sub- 
tracted any  portion  of  such  premium  deposits  written  during  the 
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year  which  are  not  retained  -at  the  end  of  the  year.  The  only  portion 
of  such  premiums  written  during  the  vear  which  may  be  considered 
as  retained  is  that  portion  in  excess  oi  the  amounts  paid  or  incurred 
for  losses  and  expenses  during  the  year  or  returned  to  policyholders 
during  the  year.  If  there  is  no  such  excess,  then  it  is  to  be  presumed 
that  any  net  income  or  increase  in  surplus  shown  by  a  company  is 
derived,  not  from  premiums  retained  but  from  other  sources  than 
premiums.  It  is  not  to  be  presumed  that  in  determining  the  portion 
of  premium  income  received  during  the  year  which  is  retained  dur- 
ing the  year  that  payments  made  by  the  company  during  the  year 
are  made  out  of  funds  other  than  premiums. 

The  result  of  this  procedure  will  be  generally  that  companies, 
under  section  234  (a)  13,  will  be  permitted  to  deduct  their  entire 
premium  income  and  will  generally  be  taxed  upon  their  remaining 
mcome  which  consists  in  this  class  of  companies  mainly  of  interest. 


SECTION  235— ITEMS  NOT  DEDUCTIBLE. 

Section  235,  Article  681 :  Items  Hot  Deductible. 

(See  11-19-891;  sec.  326,  art.  831.)     Commissions  on  sale  of  stock. 


SECTION  236~CREDITS  ALLOWED. 

Section  236,  Article  591 :  Credits  Allowed. 

(See  23-19-551;  sec.  250,  art.  1002.)     Amounts  added  to  tax  as 
penalties  not  to  be  considered  as  credits. 


(See  4r-20-706;  sec.  216,  art.  301.)  Credit  allowed  to  corporations 
for  the  purpose  of  the  4  per  cent  war  income  tax  imposed  by  section 
4^  Revenue  Act  of  1917.  in  the  case  of  dividends  received  from  for- 
eign corporations  taxable  upon  income  from  sources  within  the 
United  States. 

SECTION  237— PAYMENT  OF  TAX  AT  SOURCE. 

Section  237,  Article  601:  Withholding  in  the  Case  of  2-19-16L 

Nonresident  Foreign  Corporations.  O.  D.  11$. 

Amounts  paid  to  a  nonresident  alien  corporation  not  having  an 
office  or  place  of  business  in  United  States  as  compensation  for  orders 
secured  by  it  from  foreign  customers  for  export  booked  through  such 
nonresident  alien  corporation  are  held  not  to  be  income  from 
sources  within  the  United  States  and  not  subject  to  withholding. 


7-19-803. 
T.  B.  R.  29. 

The  tax  should  be  withheld  on  payments  by  an  American  cor- 
poration to  a  nonresident  foreign  corporation  having  no  office  or 
place  of  business  within  the  Unitid  States,  representing  royalties  for 
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the  use  of  a  patent,  regardless  of  whether  the  amount  paid  is  an 
agreed  sum  or  is  contingent  on  profits  earned.  The  entire  royalty, 
if  not  unreasonable,  may  be  taken  as  a  deduction  by  the  American 
corporation. 

11-19-387. 
O.  D.  221. 

Where  a  nonresident  alien  corporation  not  having  an  office  or 
place  of  business  within  the  United  States,  purchases  through'  an 
agent  in  this  country  bank  acceptances  at  a  certain  rate  of  discount 
and  sells  such  acceptances  through  that  agent  or  some  other  agent, 
for  a  price  ^eater  than  the  price  for  which  purchased,  the  amount  of 
income  received  as  a  result  of  the  transaction  represents  income  from 
sources  within  the  United  States.  The  amount  received  from  the 
sale  in  excess  of  the  purchase  price  is  based  on  interest  as  accrued ; 
such  interest  is  therefore  held  to  come  within  the  provisions  of  &XGd 
or  determinable  income  and  is  subject  to  withholaing  at  the  rate  of 
10  per  cent  when  paid  to  a  nonresident  alien  corporation  not  having 
an  office  or  place  of  business  in  the  United  States  and  8  per  cent  when 
paid  to  a  nonresident  alien  individual. 


27-19-605. 
O.  D.  323. 

If  a  foreign  bank  establishes  a  branch  in  this  country  no  with- 
holding is  required. 

(See  28-19-616 ;  ^ec.  240,  art.  636.)  Withholding  in  the  case  of 
interest  credited  by  a  domestic  corporation  to  a  foreign  subsidiary 
corporation. 

■     1-20-661. 
O.  D.  358. 

Appointment  by  a  nonresident  alien  banking  corporation  of  a 
resident  agent  in  the  United  States,  who  has  authority  to  make 
returns  for  the  corporation,  will  relieve  a  domestic  bant  from  the 
responsibility  of  withholding  tax  at  10  per  cent  from  the  interest 
credited  to  the  account  of  the  foreign  hank,  provided  the  agent 
furnishes  a  certificate  stating  that  the  foreign  corporation  has  an 
office  or  place  of  business  in  the  United  States  and  that  he  will  make 
all  necessary  returns  and  pay  all  taxes  shown  to  be  due. 


SECTION  238— CREDIT  FOR  TAXES. 

4-19-230. 
Section  238,  Article  611 :  Credit  for  Foreign  Taxes.  O.  D.  147. 

Taxes  imposed  and  required  by   a   foreign  Government  to  be 

{>aid  on  the  basis  of  dividends  declared  by  corporations  under  its 
aws  are  taxes  on  the  income  of  the  indiviaual  stockholders  in  pro- 
portion to  the  amount  of  stock  held.  A  United  States  corporation 
owning  stock  in  a  foreign  corporation  taxed  on  this  basis  fiJiould  re- 
port in  its  return  of  annual  net  income  for  the  year  in  which  received 
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its  pro  rata  share  of  the  entire  dividend  declared,  and  would  be  en- 
titled to  a  credit  of  the  amount  of  the  tax  paid  by  the  foreign  cor- 
g>ration  to  the  foreign  Government  in  its  behalf,  in  accordance  with 
e  above  provision  of  law. 

On  the  other  hand,  taxes  imposed  by  a  foreign  government  on  the 
net  income  of  corporations  organized  under  its  laws  are  not  taxes  to 
the  individual  stockholders,  but  to  the  corporation  itself,  and  no 
part  thereof  would  be  a  proper  credit  in  the  return  jof  annual  net 
income  of  the  recipient  United  States  corporation,  which  would  be 
taxable  on  the  entire  amount  of  the  dividend  received. 


(See  11-19-888;  sec.  240,  art.  686.)  When  domestic  corporation 
controlling  foreign  corporation  may  deduct  foreign  taxes  assessed 
against  foreign  corporations. 


(See  12-19-407;  sec.  222.  art,  388.)     Conditions  of  allowance  of 
cr^it  for  foreign  taxes  witnheld  by  foreign  corporation. 


8-20-757. 
O.D.406. 

A  domestic  corporation  which  derives  its  entire  income  from  opera- 
tions in  Cuba  and  keeps  its  books  on  an  accrual  basis  may  file  on 
Form  1118  a  "  claim  for  credit "  of  the  amount  of  any  Cuban  income, 
war  profits  or  excess  profits  tax  accrued  for  the  fiscal  year  ended 
June  30,  1918,  and  apply  such  credit  against  its  Federal  income  and 
profits  tax  fgr  the  same  fiscal  period.  This  credit  should  be  prorated 
with  reference  to  that  part  of  the  fiscal  year  falling  within  the  cal- 
endar year  1918.  If  tne  1918  Federal  tax  has  been  paid  without 
claiming  this  credit  and  the  company  wishes  to  credit  the  overpay- 
ment against  the  1919  taxes,  Form  1118  should  be  accompanied  by  a 
claim  for  refund  on  Form  46  and  possibly  a  claim  for  credit  on 
Form  47-A. 

A  claim  for  credit  on  Form  1118  for  the  amount  of  Cuban  income, 
war  profits  or  excess  profits  tax  accrued  for  the  fiscal  year  ended  June 
80, 1919,  may  be  filed  and  applied  against  the  company's  Federal  tax 
liability  for  the  same  fiscal  period. 


SECTION  239— CORPORATION  RETURNS. 

1-19-100. 
Section  239,  Article  621 :  Corporation  Returns.  O.  D.  71. 

Though  the  income  tax  return  of  a  corporation  filed  in  accord- 
ance with  the  Revenue  Act  of  1917  for  a  fiscal  year  ended  in  1918 
shows  a  loss,  the  corporation  will  nevertheless  be  required  to  file  a 
supplementaiT  return  in  accordance  with  the  Revenue  Act  of  1918 
for  such  fiscal  year. 
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2-19-168. 
S.  972. 

Where  articles  of  incorporation  are  filed  under  the  laws  of 
Kentucky  and  business  is  transacted  in  the  corporate  name  a  return 
of  income  received  from  such  business  should  be  rendered  lor  the 
corporation  although  its  organization  as  a  corporation  has  not  been 
perfected  in  the  manner  required  by  law. 


2-19-169. 
O.  D.  113. 

A  corporation  may  submit  amended  returns  for  previous  years 
when,  through  wrong  accounting  practice,  capital  charges  have  been 
made  to  income.  An  affidavit  should  ie  attached,  explaining  the 
changes  made  by  such  amended  returns  in  the  amounts  shown  on 
the  original  return,  and  explaining  why  the  original  returns  were 
not  properly  prepared  and  the  object  of  the  company  in  preparing 
amended  returns.  Such  amended  returns  will  be  accepted  only  when 
the  erroneous  charge  can  be  specifically  pointed  out  and  the  facts 
proven.  The  Internal  Kevenue  Bureau  reserves  the  right  to  penalize 
for  the  making  of  false  returns  in  the  past. 


4-19-281. 
O.  D.  148. 

The  proper  officers  of  a  corporation  that  has  been  taken  over 
b^  the  Alien  Property  Custodian  should  file  a  return  of  income  and 
excess  profits  for  the  corporation  up  to  the  time  the  property  was 
taken  over  by  the  Alien  Property  Custodian. 

The  board  of  directors  appointed  by  the  Alien  Property  Custodian 
is  not  required  to  render  a  return  of  net  income  for  the  corporation 
while  in  control  of  the  Alien  Property  Custodian. 


(See  14-19-438;  sec.  234,  art.  561.)  Corporations  may  file  state- 
ment in  place  of  amended  return  when  deductions  for  contributions 
were  taken  on  original  return  filed  prior  to  the  issuance  of  Treasury 
Decision  2847. 


2-20-677. 
O.  D.  365. 

If  the  charter  board  of  a  State  declared  the  charter  of  a  corpora- 
tion forfeited  but  the  corporation  had  no  notice  of  such  action  and 
continued  to  do  business  for  a  number  of  years  as  a  corporation  and 
made  returns  to  the  Federal  Government  accordingly,  the  corpora- 
tion can  not  now  set  up  the  action  of  the  charter  board  to  negative  its 
corporate  existence. 

Until  the  company  surrenders  its  charter  to  and  the  same  is 
annulled  by  the  State,  or  the  charter  is  annulled  in  some  other  man- 
ner and  the  company  ceases  to  operate  as  a  corporation,  it  must  bo 
held  to  be  a  corporation  for  income  and  profits  tax  purposes  and 
will  be  required  to  file  returns  accordingly. 
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(See  3-20-697;  sec.  831,  art.  941.)  Beturns  required  from  a  cor- 
poration when  there  is  a  transfer  of  domicile  through  the  surrender 
of  the  charter  issued  in  one  State  and  the  taking  out  of  a  new  charter 
in  another  State. 


1-19-102. 
Section  239,  Article  622:  Eetons  by  Eeceiven.  O.  D.  73. 

A  receiver  should  prepare  and  file  a  corporate  return  of  annual 
net  income  and  excess  profits  for  the  entire  taxable  year,  including 
therein  the  gross  income  received  by  the  corporation  prior  to  tho 
time  of  the  receiver's  appointment  and  also  the  gross  income  received 
under  the  supervision  or  the  receiver. 


2-19-170. 
O.  D.  114. 

A  receiver  liquidating  the  assets  of  an  insolvent  bank  is  required 
to  file  a  return  for  the  bank,  but  in  view  of  the  fact  that  the  bank 
\s  insolvent  and  will  have  no  tax  to  pay  (see  Act  of  Mar.  1,  1879, 
sec.  22),  the  return  may  contain  a  statement  to  that  eflFect  in  lieu  of 
the  data  ordinarily  required  in  the  return. 

(Section  22,  Act  of  March  1,  1879,  provides  that  no  tax  shall  be 
assessed  or  collected  or  paid  into  the  Treasury  of  the  United  States 
on  account  of  an  insolvent  bank  which  shall  diminish  the  assets 
thereof  necessary  for  the  full  payment  of  aU  its  depositors.) 


6-19-280. 
0.853. 
Income  received  by  assignees  appointed  bj  a  corporation  to  liq- 
uidate its  property  and  business  over  a  period  of  years,  who  have 
full  power  of  control  and  management  thereof,  is  taxable.  This  is 
true  although  the  business  conducted  by  the  trustees  in  tlie  process 
of  liquidation  is  not  the  business  which  the  corporation  originally 
started  to  conduct.  This  rule  applies  to  all  income  received  by  the 
trustees,  including  interest  on  bank  deposits,  interest  upon  deferred 
payments,  and  gains  upon  sales  of  real  property. 


(See  12-19-406;  sec.  233,  art.  547.)     Return  of  income  received 
from  investments  by  corporation  in  liquidation. 


Section  239,  Article  626 :  Eetums  for  Fractional  Part  81-19-650. 

of  Year.  O.  D.  352. 

If  a  domestic  corporation  for  any  reason  files  an  income  tax  re- 
turn for  a  period  less  than  a  year,  the  credit  provided  in  section 
236  (c)  of  the  Revenue  Act  of  1918  should  be  reduced  to  suc^\  pro 
portion  of  the  full  credit  as  the  number  of  months  covered  by  tliJ 
return  bears  to  twelve  months. 
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SECnON  240--CONSOLIDATED  RETURNS. 

Section  240,  Article  631 :  Affiliated  Corporations. 

(See  2-19-171;  sec.  213    (b),  art.  80.)     Liberty  bond  exemption 
when  consolidated  returns  filed. 


Section  240,  Article  632 :  Consolidated  Betnms. 

(See  6-19-286;  sec.  330,  art.  933.)  Partnership  upon  becoming  a 
corporation. 

Section  240,  Article  633:  When  Corporations  axe  Afflli-  7-19-304. 

ated.  T.  B.  M.  82. 

If,  on  account  of  the  disparity  of  holdings  of  the  stockholders 
in  the  corporations,  the  Bureau  would  be  unable  to  compel  such  cor- 
porations, seeking  to  file  a  consolidated  return,  to  pay  a  tax  based 
upon  a  consolidated  return,  provided  the  corporations  failed  to  pay 
such  tax  voluntarily,  the  corporations  should  not  be  permitted  to  file 
a  consolidated  return.  Corporations  should  not  be  permitted  to  do 
that  which  they  could  not  be  required  to  do. 


16-19-465. 
T.  B.  R.  62. 

The  application  to  make  a  consolidated  return  was  denied  in 
the  case  of  two  companies  in  one  of  which  24.26  per  cent  of  the 
stock  of  the  first  company  was  owned  by  individuals  who  held  no  stock 
whatever  in  the  second  company,  and  more  than  6  per  cent  of  the 
stock  of  the  second  company  was  held  by  individuals  who  held  no 
stock  in  the  first  company.  Such  a  division  of  ownership  can  not 
be  considered  either  under  the  statute  or  the  regulations  as  a  case  in 
which  substantially  all  of  the  stock  of  two  or  more  corporations  is 
owned  or  controlled  by  the  same  interests. 


Section  240,  Article  636 :  Domestic  Corporation  Affili-  11-19-388. 

ated  with  Foreign  Corporation.  T.  B.  R.  36. 

A  domestic  corporation  owning  a  majority  of  the  voting  stock 
of  a  foreign  corporation  is  not  entitled  to  credit  for  taxes  paid  by 
such  foreign  corporation  to  any  foreign  country  or  possession  of  the 
United  Statei^  which  are  not  actually  paid  within  the  taxable  year 
of  the  domestic  corporation.    (Also  sec.  238,  art.  611.) 


28-19-616. 
O.  D.  330. 

A  domestic  corporation  owning  a  majority  of  the  stock  of  for- 
eign corporations  should  include  in  its  income-tax  return  any 
amounte  of  interest  debited  to  ite  foreign  subsidiaries,  but  it  may 
claim  as  a  deduction  any  amount  of  interest  credited  to  such  sub- 
sidiaries. The  domestic  corporation  should  also  withhold  and  pay 
to  the  Government  a  tax  equal  to  10  per  cent  of  the  amount  of  the 
interest  credited  to  ite  foreign  subsidiaries.    (Also  sec.  237,  art  601.) 
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SECnON  250— PAYMENT  OF  TAXES. 

1-19-15. 
Section  250,  Article  1001 :  Time  for  Payment  of  Tax.  S.  920. 

Treasury  Decision  2797,  prescribing  the  time  when  additional 
amounts  of  tax  owing  by  a  taxpayer  whose  return  for  the  taxable 
year  1918  was  on  a  fiscal  year  basis  should  be  paid,  is  valid  and  not  in 
conflict  with  the  provisions  of  the  Bevenue  Act  of  1918. 


(See  2&-19-599;  sec.  828,  art.  914.)  Payment  of  tax  in  special 
cases  when  tax  in  first  instance  not  computed  in  accordance  with 
article  912. 


Section  250,  Article  1002:  Payment  of  Tax  When  Ho  20-19-516. 

Proper  Betnm.  '  S.  1156. 

Where  a  former  resident  of  the  United  States  now  residing  in 
British  Columbia  fails  to  file  his  return  for  1918  and  refuses  to  me  a 
return  upon  demand  of  the  American  consul  in  that  country,  the  com- 
missioner should  make  a  return  for  him  from  such  information  as 
he  can  obtain,  and  if  no  property  is  found  in  this  country  which  will 
satisfy  the  tax  due,  but  a  judgment  for  the  amount  of  tax  due  could 
be  satisfied  out  of  property  held  by  the  taxpayer  in  British  Colum- 
bia, recourse  may  be  had  in  the  courts  of  that  country  for  the  collec- 
tion of  the  tax. 


23-1^-551. 
O.  926. 
Addition  to  tax  for  delin^iency  or  fravd. 

(a)  The  addition  to  tax  authorized  to  be  assessed  by  section  3176, 
Revised  Statutes,  as  amended,  on  delinquent  or  false  and  fraudulent 
returns  is  to  be  considered  a  penalty  and  not  a  tax  except  for  pur- 
poses of  collection. 

(b)  Such  an  addition  to  tax  made  on  excess  profits  tax  returns  is 
not  an  allowable  credit  in  arriving  at  the  net  income  subject  to 
normal  income  tax. 

(c)  The  payment  of  such  an  addition  to  tax  is  not  to  be  disallowed 
as  a  deduction  from  gross  income  in  obtaining  net  income  on  the 
ground  that  it  is  a  part  of  the  income  or  profits  tax  within  the  provi- 
sions of  law  forbidding  the  deduction  from  gross  income  of  those 
taxes. 

(d)  The  payment  of  an  addition  to  tax  for  delinquency  in  filing  a 
return  may  be  deducted  from  gross  income  as  a  business  expense  when 
such  an  addition  to  tax  is  an  incident  to  canying  on  a  business  or 
trade.  The  payment  of  an  addition  to  tax  upon  a  false  or  fraudulent 
return  may  not  ordinarily  be  deducted  from  gross  income  as  a  busi- 
ness expense  and  may  never  be  deducted  in  the  case  of  an  individual 
who  himself  was  guilty  of  making  a  fraudulent  return,  (Also  sec. 
214,  art.  101 ;  sec.  234,  art.  561 ;  sec.  236,  art.  591.) 
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1-19-106, 

Seotion  280,  Article  1003 :  Interest  on  Tax.  O.  D.  74. 

Any  deficiency  in  the  first  installment  of  tax  as  shown  by  the 
completed  return  must  be  paid,  together  with  interest  thereon  from 
March  15  at  tiie  rate  of  one-half  of  1  per  cent  per  month,  at  the  time 
of  filing  sdch  return,  and  a  further  sum  sufficient  with  any  amounts 
already  paid,  exclusive  of  interest,  to  equal  one-half  of  the  tax  shown 
by  the  completed  return  must  be  paid  on  or  before  June  15. 


4-19-232. 
O.  D.  149. 

When  it  is  found  upon  filing  a  complete  return  that  the  first 
installment  of  tax  was  underestimated  at  the  time  of  filing  a  tenta- 
tive return,  interest  on  the  amount  by  which  the  tax  was  under- 
estimated must  be  collected,  irrespective  of  amount. 


13-19-426. 
0. 884. 

(a)  Where  interest  is  collectible  at  the  rate  of  1  per  cent  per 
month  from  the  due  date  interest  must  be  collected  for  the  fractional 
part  of  a  month  where  the  tax  is  not  paid  within  10  days  from  notice 
and  demand  for  payment. 

(b)  Under  sections  502,  504,  629, 903,  and  905  interest  is  collectible 
at  the  rate  of  1  per  cent  for  each  full  month,  and  fractional  parts  of 
a  month  must  be  disregarded. 

(c)  Interest  is  collectible  from  the  month  tax  becomes  due. 


13-19-427. 
O.  D.  247. 

In  the  case  of  rejected  claims  for  abatement  filed  for  taxes  due 
for  years  prior  to  1918,  interest  may  be  collected  at  the  rate  of  1  per 
cent  per  month;  for  1918  and  subsequent  years  at  the  rate  of  one-half 
of  1  per  cent  per  month ;  when  based  on  inventory  losses  the  interest 
should  be  collected  at  the  rate  of  1  per  cent  per  month. 


26-19-595. 
O.  D.  319. 

Interest  paid  or  accrued  under  the  provisions  of  section  250  of 
the  Revenue  Act  of  1918  is  deductible  under  the  provisions  of  section 
214(a)  or  section  234(a)  2  in  computing  net  mcome.  The  word 
"interest,"  referred  to  m  section  250(a),  is  synonymous  with  that  in 
section  3184,  Revised  Statutes,  and  may  be  treated  as  a  deductible 
item  of  expense.    (Also  sec.  214,  art.  101;  sec.  234,  art.  561.) 


7-20-745. 
0. 922. 

Interest  paid  or  accrued  under  the  provisions  of  section  250  (a), 
(b),  and  (c).  Revenue  Act  of  1918,  is  deductible  under  the  provisions 
of  section  214  (a)  2  or  section  234  (a)  2  in  computing  net  income. 
(Also  sec.  214  (a)  2,  art.  121 ;  sec.  234,  art.  561.) 
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Section  250,  Article  1004:  Penalty  for  Failure  to  TOe  3>19-2(H. 

Betum.  0. 818. 

Where  the  attendant  and  surrounding  circumstances  have  a  ten- 
dency to  cast  doubt  and  suspicion  upon  a  taxpayer,  a  plea  of  mere 
ignorance  is  not  sufficient  to  constitute  a  reasonable  cause  for  failure 
to  make  and  file  a  return  within  time  prescribed  by  law  f6r  the  pur- 
pose of  being  relieved  of  the  penalty. 


7-ia-50G. 
T.  B.  B.  31. 

Penalties  for  delinquencies  in  filing  supplemental  tax  returns 
for  fiscal  years  ending  in  1918  should  be  imposed  upon  corporations 
as  for  delinquencies  in  filing  tax  returns  for  the  calendar  year  1918, 
subject  to  such  modifications  in  cases  of  compromises  as  may  seem  to 
be  warranted  by  the  circumstances. 


8-20-758. 
S.  1334. 

The  ad  valorem  penalties  for  fraudulent  returns  should  be  assessed 
against  withholding  agents  under  the  income-tax  provisions  of  the 
law. 

The  ad  valorem  penalties  for  delinquent  returns  should  be  assessed 
against  withholding  agents  under  the  income-tax  provisions  of  the 
law,  except  that  if  the  tax  required  to  be  withheld  is  paid  by  the 
recipient  of  the  income,  no  such  penalty  should  be  collected  from  the 
withholding  agent  unless  his  delinquency  was  fraudulent  and  for 
the  purpose  of  evading  payment.    (Also  sec.  221,  art.  376.) 


Section  250,  Article  1005:  Penalty  for  TTnderfltated  Be-  1-19-105. 

tarn.  S.  926. 

A  taxpayer  who  filed  a  return  of  income  which  did  not  include 
profit  on  the  sale  of  certain  corporate  stock  and  in  reply  to  an  in- 
quiry by  an  examining  officer  stated  that  he  had  not  made  any  money 
on  outside  investments  during  the  year,  but  in  reply  to  a  direct 
inquiry  in  regard  to  the  sale  of  the  stock,  based  on  confidential  infor- 
mation, admitted  the  sale,  but  made  no  explanation  of  his  failure  to 
include  the  profit  on  the  sale  in  his  return  for  the  taxable  year,  is  held 
to  have  filea  a  false  and  fraudulent  return  for  the  purpose  of  evading 
taxation  and  the  100- per  cent  additional  tax  should  be  assessed.  (1913 
act.) 

8-20-^92. 
A.R.M.24. 

In  any  case  where  a  taxpayer  has  deducted  on  account  of  amorti- 
zation an  amount  in  excess  of  the  preliminary  estimate  of  25  per 
cent  of  the  cost  of  property  (T.  D.  2859  and  art.  184  (3),  Reg.  45) 
and  it  is  found  upon  consideration  that  he  is  entitled  to  an  amount 
exceeding  25  per  cent  of  the  cost  of  the  property,  but  less  than  the 
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amount  originally  deducted,  the  5  per  cent  penalty  and  1  per  cent 
interest  on  account  of  negligence  shall  apply  only  to  the  amount  of 
additional  tax  due  on  accoimt  of  amortization  claimed  but  disallowed 
in  the  return  for  1918.  In  the  event  that  the  case  is  reopened  within 
a  period  of  three  years  and  an  additional  amount  of  amortization 
allowed,  the  penalty  and  interest  will  not  attach  to  the  amount  of 
tax  based  on  the  additional  allowance  granted.  In  other  words, 
penalty  and  interest  should  attach  only  to  such  amount  of  tax  as, 
upon  final  settlement^  is  found  to  have  been. due  to  the  Government 
and  not  paid  at  the  tmie  of  filing  return  by  reason  of  the  taxpayers 
ignoring  the  regulations.     (Also  sec.  214  (a)  9,  art.  184.) 


7-20-746. 
A.  R.  M.  23. 

"Negligence  on  the  part  of  the  taxpayer,  but  without  intent  to 
defraud,"  is  presumed  to  exist  in  every  case  in  which  a  deduction 
has  been  made  or  income  has  been  omitted  in  direct  co/iflict  with  the 
specific  provisions  of  the  law  and  regulations,  but  is  not  presumed 
to  exist  if  the  understatement  may  be  ascribed  to  an  error  of  judg- 
ment as  to  some  matter  not  so  concluded. 


Section  260,  Article  1006:  Penalty  for  Honpayment  of         18-19-486.  ! 

Tax.  O.  D.270.  I 

The  charge'of  $5  is  to  be  added  as  a  part  of  the  tax  when  a 
warrant  of  distraint  is  served  irrespective  or  the  fact  iJiat  the  delin- 
quent may  be  the  estate  of  an  insane,  deceased,  or  insolvent  person. 


24-19-575. 

O.  D.  304. 

The  penalty  of  $5  added  as  a  part  of  the  tax  where  a  warrant 

of  distraint  is  served,  is  applicable  only  to  income,  war  profits,  and 

excess  profits  taxes. 


25-19-588. 

O.  D.  813. 

In  cases  where  delinquent  returns  are  filed  and  the  total  tax  is 

paid  at  the  time  of  filing,  the  penalty  of  5  per  cent  and  interest  at  the 

rate  of  1  per  cent  per  month  does  not  attach. 


2-20-678. 
O.  D.  366. 

Where  an  amended  return  showing  additional  tax  liability  has  been 
filed,  no  interest  on  the  additional  tax  will  be  collected  unless  10  days 
after  notice  and  demand  by  the  collector  the  amount  of  the  addi- 
tional tax  assessed  has  not  been  paid,  provided  there  appears  to  have 
been  no  neglect  or  intent  to  defraud  upon  the  part  of  the  taxpayer. 

167859'— 20 9 
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7-20-747. 
0.931. 

The  provisions  of  section  260  (e) ,  Revenue  Act  of  1918,  apply  only 
to  taxes  imposed  under  the  provisions  of  Title  II,  Revenue  Act  of 
1918,  except  where  bj  the  provisions  of  some  other  title  they  are 
made  applicable  thereto. 


Section  250,  Article  1007:  Notice  and  Demand  12-19-408. 

of  Payment.  O.D.233. 

(1)  Under  section  250  (a),  if  any  installment  is  not  paid  when  due 
the  whole  tax  unpaid  shall  become  due  and  payable  upon  notice 
und  demand  bv  the  collector.  It  will  be  seen,  therefore,  that  indi- 
viduals who  filed  their  returns  without  making  payment  of  at  least 
one-fourth  of  the  amoimt  should  receive  a  notice  on  Form  21,  cover- 
ing the  correct  amount  of  the  first  installment,  which  carries  interest 
from  the  date  on  which  return  should  have  been  filed  up  to  the  date 
on  which  payment  is  made. 

They  should  also  receive  a  Form  17,  notice  and  demand  for  the 
amount  covered  by  the  second^  third,  and  fourth  installments,  and 
an  additional  Form  21,  covering  such  amount,  if  the  total  is  not 
paid  within  10  days.  Such  taxpayers  will  not  be  entitled  to  the 
installment  privileges,  and  payment  privileges  and  payment  should 
be  demanded  in  f uU,  as  indicated  above. 


1-19-107. 
Section  280,  Article  1008 :  CoUeotion  of  Tax  by  Suit.  O.  D.  75. 

If  a  corporation  in  process  of  dissolution  does  not  reserve 
sufficient  funds  to  pay  any  income  tax  assessed  against  it,  the  liability 
for  the  amount  of  tax  remaining  unpaid  attaches  to  the  individual 
stockholders  and  if  necessarv  legal  proceedings  may  be  instituted 
against  them  for  collection  of  the  tax. 


4-19-235. 
O.  833. 

The  five-year  limitation  on  assessment  and  suit  contained  in 
section  250  (d)  applies  only  to  taxes  due  under  the  Revenue  Act  of 
1918. 

Section  252  does  not  operate  so  as  to  take  away  the  rights  which 
a  taxpayer  has  under  section  3228,  Revised  Statutes,  to  file  a  claim 
for  refund  within  two  years  after  the  time  the  cause  of  action  ac- 
crued. 

The  five-year  limitation  in  section  252  does  not  apply  to  claims  for 
abatement. 


12-19-409. 
O.  D.  234. 

Wliere  it  is  discovered  that  further  taxes  for  1913  and  other 
years  prior  to  1918  are  due  from  individuals  and  the  discovery  is  not 
made  until  after  three  years  from  the  date  the  returns  for  such  years 
were  due,  amended  returns  or  waivers  should  be  secured,  as  hereto- 
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fore,  in  order  that  the  further  taxes  due  may  be  assessed  and  collected 
without  the  necessity  of  instituting  suit  against  the  taxpayers. 
(Also  sec.  1400.) 

Section  260,  Artiole  1013 :  Declaration  of  Termination  of  8-19-205. 

Taxable  Period.  O.  D.  131. 

An  alien  who  desires  to  depart  from  the  United  States  is  required 
to  submit  to  the  proper  official  a  certificate  signed  either  by  the 
collector  of  internal  revenue  for  the  district  in  which  he  last  re- 
sided or  for  the  district  in  which  the  port  of  embarkation  is  lo- 
cated, stating  that  the  oollector  has  satisfied  himself  that  the  alien 
has  complied  with  all  tax  obligations  with  respect  to  income  accruing 
up  to  the  end  of  the  month  just  preceding  the  date  of  the  issuance 
of  the  certificate* 


13-19-429. 

—  M.2195. 

Uniform  procedure  for  collecting  income  tax  from  aliens  seeking 
passage  abroad: 

1.  Aliens  who  desire  to  depart  from  this  country  should  satisfy  all 
income  tax  obligations. 

2.  In  computing  the  tax  liabilitjr  of  any  person  whose  taxable 
period  is  terminated  in  accordance  with  section  260  (g),  the  taxpayer 
IS  entitled  to  the  same  personal  exemption  and  credit  for  dependents 
as  he  would  have  been  entitled  to  had  the  return  been  prepared  for 
the  full  taxable  year.    (See  art.  1013,  Beg.  45.) 

3.  If  any  income  tax  has  been  withheldf  rom  wages  or  other  income 
of  an  alien,  credit  therefor  should  be  given  to  the  taxpayer  when  com- 
puting the  balance  of  income  tax  due  the  United  States  Government. 

4.  An  alien,  who  is  a  resident  for  income  tax  purposes  during  the 
year  1918  but  decides  in  1919  to  return  to  his  native  country,  should 
be  classified  as  a  nonresident  alien  for  the  taxable  period  of  1919. 

5.  An  alien  appearing  before  the  collector  of  internal  revenue 
should  be  questioned  as  to  his  earning  for  1916, 1917, 1918,  and  1919, 
and  Form  1040C  should  be  executed  in  duplicate  by  the  alien,  and  the 
certificate  of  compliance  signed  b^  the  collector. 

6.  An  American  citizen  applying  for  a  sailing  permit  should 
satisfy  the  internal  revenue  agent  in  char^  that  he  had  paid  all  in- 
stallments of  income  tax  due  up  to  the  date  of  departure  and  has 
made  arrangements  for  the  payment  of  future  installments  as  they 
become  due. 

7.  The  examination  of  aliens  in  the  collector's  office  should  be  in 
charge  of  one  man  thoroughly  c^ualified  as  to  the  tax  liability  of 
aliens,  whether  resident  or  nonresident,  and  the  exemption  to  Which 
entitled. 

8.  Steamship  officials  will  require  persons  applying  for  overstamp- 
ing  of  tickets  to  produce  a  sailing  permit  signed  by  the  proper  in- 
ternal revenue  officer. 

9.  In  cases  where  an  alien  has  failed  to  appear  before  the  collector 
of  internal  revenue  for  his  district  prior  to  seeking  passage  to  a 
foreign  country,  it  will  be  necessary  for  him  to  appear  before  the  col- 
lector of  internal  revenue  for  the  district  in  which  the  port  of  em- 
barkation is  located  in  order  to  satisfy  his  income  tex  obligations. 
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18^19-487. 
O.  D.  27L 

The  instructions  issued  in  IT-MIM  2195  (13-19-429;  sec.  250,  art. 
1013)  and  other  instructions  issued  with  respect  to  departing  aliens 
are  not  applicable  to  representatives  of  foreign  countries  oearing 
diplomatic  passports. 


27-19-606. 
O.  D.  324. 

Certificates  of  compliance  with  income  tax  obligations  may  be 
procured  either  from  the  office  of  a  collector  of  internal  revenue  or 
from  the  branch  office  of  the  collector  within i;he  same  collection  dis- 
trict The  deputy  collector  or  revenue  agent  acting  for  the  collector 
will  issue  the  certificates. 


28-19-617. 
O.  D.  331. 

Aliens  having  a  status  as  residents  of  the  United  States  and  de- 
siring to  leave  the  United  States  temporarily  will  be  required  to 
show  that  all  income  tax  obligations  for  the  taxable  year  and  prior 
years  to  the  date  of  departure  have  been  satisfied,  and  that  provision 
has  been  made  for  payment  of  subsequent  installments  of  tax  as  they 
come  due;  also  that  arrangements  have  been  made  for  filing  of  re- 
turns and  payment  of  tax  for  the  succeeding  year,  should  their  ab- 
sence extend  beyond  the  time  for  filing  such  returns  and  paying  the 
tax. 


28-19-618. 
O.D.332. 

For  the  purpose  of  the  Revenue  Act  of  1918,  the  Virgin  Islands 
are  to  be  regarded  as  foreign  territory.  Rulings  relative  to  citizens 
and  aliens  departing  from  the  United  States  are  therefore  applicable 
to  persons  who  plan  to  go  to  those  islands,  but  citizens  of  the  Virgin 
Islands  who  reside  in  the  United  States  and  plan  to  go  to  the  islands 
are  to  be  treated  in  the  same  manner  as  citizens  of  the  United  States 
in  the  matter  of  satisfying  income  tax  obligations  to  the  United 
States  before  departing  from  this  country. 


4r-20-709. 

O.  D.  385. 
In  the  case  of  an  alien  leaving  the  country,  if  his  name  does  not 
appear  on  any  Form  1042  filed  by  his  employer  for  the  years  1916, 
1917,  1918,  or  1919,  the  collector  may,  for  the  purpose  of  determin- 
ing the  alien's  tax  liability,  require  the  employer  to  furnish  state- 
ments of  the  alien's  earnings  for  the  years  in  question  under  section 
8173  of  the  Revised  Statutes  as  amended. 
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SECTION  251— RECEIPTS  FOR  TAXES. 

Section  261,  Article  1021 :  Receipts  for  Tax  Fay-  8-19-332. 

ments.  T.  D.  2874. 

1.  fieceipts  to  taxpayers — Duty  to  issue:  The  fact  that  section  251 
of  the  act  of  February  24, 1919,  requires  that  full  written  or  printed 
receipts  be  issued  to  taxpayers  only  on  request  therefor  does  not  limit 
the  collector's  mandatory  duty  to  issue  them  when  requested  and 
does  not  fail  to  make  them  documents  required  to  be  issued  when- 
ever requested,  and  the  receipts  are  plainly  documents  required  to  be 
issued  by  such  section. 

2.  Same — Simulation  or  fraudulent  execution:  Such  receipts  are 
documents  required  by  provisions  of  the  internal  revenue  laws  and 
by  a  regulation  made  in  pursuance  thereof,  within  the  meaning  of 
section  3451,  Revised  Statutes,  making  it  an  offense  to  simulate  or 
falsely  or  fraudulently  execute  or  sign  any  document  required  by  the 
internal  revenue  laws,  or  any  regulation  made  in  pursuance  thereof, 
or  to  procure  the  same  to  be  falsely  or  fraudulently  executed,  or  to 
advise,  aid  in,  or  connive  at  such  execution  thereof. 

3.  Same — ^Blanks :  The  offense  may  be  committed  either  where  the 
receipt  itself  is  a  genuine  receipt  of  the  kind  kept  for  that  purpose  in 
the  omce  of  the  internal  revenue  collector,  but  signed  by  the  aef end- 
ant  without  authority,  or  where,  even  if  not  a  blank  of  the  kind 
required  to  be  kept,  the  blank  itself  is  simulated  or  falsely  or  fraudu- 
lently executed  and  issued  by  a  person  who  has  no  power  or  authority 
to  do  so. 

4.  Same — ^Income  tax  receipts :  Where  defendant  was  charged  with 
violating  section  3461,  Revised  Statutes,  in  that  he  falsely,  fraudu- 
lently, etc.,  simulated  and  executed  and  advised,  aided  in,  and  con- 
nived at  the  execution  of  certain  income  tax  receipts  required  by 
section  251  of  the  act. of  February  24,  1919,  to  be  given  when  re- 
quested, what  defendant  told  the  persons  who  paid  the  money  is  not 
material,  nor  is  the  question  whether  or  not  such  persons  were  sub- 
ject to  the  payment  of  an  income  tax,  or  to  assessment  and  levy  of 
such  tax. 


SECTION  252— REFUNDS. 

Section  252,  Article  1032:  Claims  for  Abatement  of  31-19-652. 

Taxes  Erroneously  Assessed.  O.  957. 

It  is  within  the  discretion  of  a  collector  of  internal  revenue  to 
require  a  bond  as  a  condition  of  the  suspension  of  the  collection  of  the 
tax  where  a  claim  for  abatement  of  the  tax  has  been  filed. 

Only  an  amount  of  income,  war  profits,  or  excess  profits  tax  which 
has  been  actually  found  to  have  been  paid  in  excess  of  what  was 
properly  due,  can  be  credited  against  income,  war  profits,  or  excess 
profits  taxes  due  from  the  taxpayer  imder  any  other  return. 
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Section  252  , Article  1034:  Claims  for  Credit  of  Taxes  1-20-662. 

Erroneously  Collected.  0. 974. 

The  tax  imposed  on  undistributed  net  income  of  corporations  by 
section  10  (b)  of  the  act  of  September  8, 1916,  as  amended  by  the  act 
of  October  3, 1917,  is  held  to  b^  an  income  tax  within  the  meaning  of 
section  252  of  the  Revenue  Act  of  1918,  and  may,  therefore,  be  cred- 
ited against  an  additional  amount  of  income  tax  due  from  the  tax- 
payer within  the  limitations  of  that  section.  ^ 


Section  252,  Article  1036 :  Claims  for  Bef and  of  Taxes  Erroneously  Col- 
lected. 

(See  7-19-310;  sec.  335(c).)     Excess  profits  tax  paid  by  partner- 
ships with  respect  to  income  received  dunng  1918  should  be  refunded. 


&-19-33a. 
T.  D.  2871. 

The  final  edition  of  Regulations  45  is  amended  by  changing  the 
last  two  sentences  of  article  1036  to  read  as  follows: 

In  certain  cases  of  overpayment  by  taxpayers  the  coUector  may  repay  the 
excess  after  allowance  by  the  Commissioner  of  a  claim  for  refund  made  by 
the  collector  on  Form  751.  The  cases  In  which  refund  Is  made  through  collec- 
tors are  covered  by  specific  provisions  not  herein  Incorporated.  The  Commis- 
sioner has  no  authority  to  refund  on  equitable  grounds  penalties  legaUy  col- 
lected. 


l8-l»-488. 
O.D.272. 

When  a  claim  for  refund  is  filed  by  aliens,  resident  or  nonresi- 
dent, on  Form  46,  a  copy  of  the  form  upon  which  the  alien  was 
assessed  and  taxed  should  be  attached  to  Form  46. 


(See  30-19-643;  sec.  223,  art.  401.)  Claim  for  refund  of  tax  paid 
in  advance  or  on  the  basis  of  a  tentative  return  when  correct  net  in- 
come insufficient  to  require  a  return. 


Section  252,  Article  1037 :  Suits  for  Beeovery  of  Taxes  9-19-347. 

Erroneously  Collected.  T.  D.  2882 (2) . 

Sums  due  the  United  States  are  a  valid  offset  as  against  amount 
found  due  taxpayer  in  suit  against  collector,  though  included 
therein  are  items  which  the  Commissioner  of  Internal  Revenue  did 
not  claim  to  be  due  the  United  States  when  considering  the  I'eturn 
for  assessment  purposes. 
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SECTION  25S— PENALTIES. 

1-19-108. 
Section  253,  Artiole  1041 :  Speoiflc  penaltieg.  S.  931. 

The  giving  of  instructions  or  advice  with  the  purpose  and  in- 
tent of  inducing  persons  liable  to  make  income  returns  or  pay  income 
tax  to  refrain  from  making  such  returns  or  paying  such  tax  is  an 
attempt  to  defeat  the  tax  within  the  meaning  of  the  statute,  and 
those  giving  such  instructions  or  advice  are  amenable  thereto. 


ft-19-282. 
O.D.168. 

If  a  citizen  about  to  leave  the  United  States  willfully  refused 
to  pay  such  tax  as  was  properly  due,  he  might  be  arrested  and  de- 
tained for  the  purpose  of  facing  prosecution  criminally  for  a  viola- 
tion of  section  253  of  the  Kevenue  Act  of  1918.  Furthermore,  the 
district  courts  of  the  United  States,  at  the  instance  of  the  United 
States,  are  invested  with  jurisdiction  to  make  and  issue  writs  and 
orders  of  injunction  and  ne  exeat  republica  and  such  orders  and 
process  as  may  be  necessary  or  appropriate  for  the  enforcement  of 
the  provisipns  of  the  Revenue  Act  of  1918.  (Sec.  1318.)  With  re- 
spect to  these  provisions  a  citizen  departing  is  in  no  different  position 
from -a  citizen  continuing  in  the  United  States — ^the  act  being  enforce- 
able alike  against  taxpayers  continuing  in  the  United  States  and  tax- 
payers departing  from  the  United  States. 


13-19-430. 
0. 893. 

Neither  partnerships  nor  individuals  when  in  default  in  con- 
nection with  the  excess  profits  tax  law  are  subject  to  the  penalties 
f)rovided  in  section  1004  of  the  Revenue  Act  of  1917.  The  ad  va- 
orem  penalty  attached  for  failure  to  make  returns  is  50  per  cent 
(1917  law  only.) 


SECTION  256— INFORMATION  AT  SOURCE. 

Section  266,  Article  1071 :  Betnm  of  Information  as  to  18-19-489. 

Payments  of  |1,000.  O.  907. 

Section  3167  of  the  Revised  Statutes  as  amended  by  section 
1317  of  the  Kevenue  Act  of  1918  is  applicable  to  any  income  return, 
including  returns  made  on  Forms  1096  and  1099. 

Where  a  corporation  or  its  representatives  fail  to  supply  or  make 
proper  returns  of  information  called  for  under  section  256  of  the 
Revenue  Act  of  1918,  the  penalties  provided  for  under  section  258  of 
said  act  may  be  invoked* 
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Section  256,  Article  1072:  Betnrn  of  Information  m  6-20-733. 

to  Payments  to  Employees.  O.  D.  401. 

In  executing  Form  1099,  an  employer  who  is  required  to  withhold 
tax  from  an  employee  under  a  State  income  tax  law,  should  report  on 
such  form  the  amount  of  the  salary  paid  to  the  employee  plus  the 
amount  of  the  tax  withheld.  The  employee  should  report  the  same 
amount  in  his  personal  return  on  Form  1010  or  Form  1040A  as  the 
case  may  be^ 


Section  256^  Article  1074:  Cases  Where  no  Betnrn  of  2-19-172. 

Information  Beqnired.  O.  D.  115. 

Where  a  lease  provides  for  a  payment  of  rental  in  crop  shares,  the 
landlord  and  tenant  sharing  proportionately  the  expenses,  such  pay- 
ments are  not  fixed  or  determmable  and  need  not  be  reported. 


Section  256,  Article  1076 :  Betnrn  of  Information  as  to  1-19-110. 

Payments  to  Nonresident  Aliens.  O.  D.  76. 

Form  1099  is  required  in  case  of  payment  to  a  nonresident  alien 
partnership  of  interest  on  bank  deposits  if  the  interest  amounts 
to  $1,000  or  more. 


5-19-263. 
O.  D.  162. 

In  cases  where  a  foreign  corporation  is  tlie  registered  owner 
of  stock  of  a  domestic  corporation  and  the  actual  owner  is  a  non- 
resident alien  individual  or  partnership,  disclosure  of  actual  owner- 
ship should  be  made  on  Form  1087,  revised,  in  order  that  a  domestic 
corporation  required  to  render  a  return  of  information  as  to  divi- 
dends in  accordance  with  section  254  of  the  act  may  have  at  its  dis- 
posal information  as  to  actual  ownership  of  the  stock.  The  foreign 
corporation  as  the  registered  holder  is  not,  however,  reauired  to 
render  any  return  or  withhold  any  tax  from  income  paid  to  tne  actual 
owner  of  the  stock,  nor  is  there  any  provision  under  the  Revenue 
Act  of  1918,  whereby  any  withholding  of  tax  at  the  source  is  required 
by  the  debtor  corporation  with  respect  to  such  income  whether 
actually  owned  by  the  registered  owner  or  by  a  third  party. 

Nonresident  alien  individuals  who  are  actual  owners  of  stock 
registered  in  the  name  of  a  foreign  corporation  should  render  or 
cause  to  be  rendered  a  return  of  income  from  sources  within  the 
United  States,  including  dividends  upon  stock  actually  owned  by 
them,  but  registered  in  the  name  of  the  foreign  corporation. 


Section  256,  Article  1078 :  Ownership  Certificates  for  31-19-653. 

Foreign  Items.  O.  D.  354. 

Nonresident  alien  individuals,  partnerships,  and  corporations  not 
engaged  in  trade  or  business  witnm  the  United  States  and  having  no 
office  or  place  of  business  therein,  should  file  Form  1001-A  properly 
modified,  in  connection  with  interest  coupons  on  bonds  of  a  corpora- 
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tion  organized  in  the  United  States  but  which  transacts  no  business 
in  the  United  States  and  owns  no  property  therein. 

In  cases  where  Form  1000  has  been  filed  by  nonresident  alien 
bondholders,  the  certificate  should  be  stamped  as  follows  before 
being  forwarded  to  the  Commissioner  of  Internal  Revenue,  Sorting 
Division: 

Exempt— debtor  corporation  owns  no  properly  anil  does  no  business  in  tbe  United 
States. 


3-20-694. 
O.  D.  377. 

In  case  foreign  items  are  presented  for  collection  unaccompanied 
by  certificates  and  the  actual  owners  are  unknown,  the  first  bank  or 
collecting  agent  accepting  such  items  for  collection  shall  execute  affi- 
davit and  Form  lOOlA  showing  name  and  address  of  the  payee.  For 
audit  purposes  the  payee  will  be  considered  the  actual  owner  of  the 
income. 


SECTION  257— RETURNS  TO  BE  PUBLIC  RECORDS. 

1^19-439. 
Section  267,  Article  1091 :  Inspection  of  Eetnms.  O.  897. 

The  Commissioner  of  Internal  Revenue  may  lawfully  cause 
to  be  prepared  from  stencils  in  the  offices  of  the  several  collectors  a 
list  or  lists  containing  the  names  and  post-office  addresses  of  indi- 
viduals making  income  tax  returns  to  the  several  collectors  and  may 
cause  them  to  be  placed  in  the  office  of  the  comptroller  of  the  State 
to  be  available  for  public  inspection.  This  authority  does  not  ex- 
tend to  lists  of  partnerships  or  fiduciaries.  Inspection  of  corporate 
returns  by  State  officeris  is  covered  by  another  provision  of  the  law. 


17-19-473. 
O.  879. 

Ownership  certificates,  certified  copies. — Ownership  certificates 
are  income  returns  within  the  meanmg  of  section  3167j  Revised 
Statutes,  as  amended.  As  they  are  filed  as  a  result  of  income  tax 
laws  for  the  purpose  of  being  used  in  connection  with  income  tax  re- 
turns they  are  to  be  treated  as  such  under  the  regulations  governing 
the  furnishing  of  copies. 

27-19-607. 
O.  D,  825. 
Under    the   regulations  governing  inspection  of  income  tax  re- 
turns, if  a  taxpayer  renders  a  joint  return  in  behalf  of  himself  and 
his  wife,  copies  of  the  return  may  be  furnished  only  to  the  person 
rendering  the  return  or  to  his  duly  constituted  attorney. 


31-19-654. 
O.  D.  355. 
The  executor  of  an  estate  may  secure  copies  of  income  tax  returns 
filed  by  the  decedent  upon  submission  to  the  Commissioner  of  a  cer- 
tified copy  of  letters  testamentary  evidencing  his  appointment  as 
executor. 
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4-20-710. 
T.  D.  2961, 

Regulations  gOTemlng  the  Inspection  of  returns  of  individnals,  part- 
nerships, corporations,  associations,  Joint-stock  companies,  and  insur- 
ance companies  made  pursuant  to  the  requirements  of  section  2  of  the 
Tariff  Act  of  October  3, 1913 ;  Title  I  of  the  Revenue  Act  of  1916 ;  Title 
II  of  the  Revenue  Act  of  1917 ;  and  Titles  II  and  III  and  section  1000, 
Title  X,  of  the  Revenue  Act  of  1918.  Former  regulations  bearing  on 
the  same  subject  superseded. 

The  return  of  an  individual  shall  be  open  to  inspection  by  the 
person  who  made  the  return,  or  by  his  duly  constituted  attorney  in 
fact;  by  the  administrator,  executor,  or  trustee  of  the  taxpayer's 
estate,  or  by  the  duly  constituted  attorney  in  fact  of  such  aaminis- 
trator,  executor,  or  trustee  where  the  maKer  of  the  returp  has  died; 
and  in  the  discretion  of  the  Commissioner  of  Internal  Revenue  by 
one  of  the  heirs  at  law  or  next  of  kin  of  such  deceased  person  upon 
showing  that  he  has  a  material  interest  which  will  be  affected  by 
information  contained  in  the  return. 

A  joint  return  of  a  husband  and  wife  shall  be  open  to  inspection 
by  either  spouse  for  whom  the  return  was  made,  or  his  or  her  duly 
constituted  attorney,  upon  satisfactory  evidence  of  such  relationship 
being  furnished. 

The  return  of  a  partnership  shall  be  open  to  inspection  by  any 
individual  (or  his  duly  constituted  attorney  in  fact,  or  legal  repre- 
sentative) who  was  a  member  of  such  partnership  during  any  part 
of  the  time  covered  t>y  the  return  upon  satisfactory  evidence  of  such 
fact  being  furnished. 

The  return  of  a  corporation  shall  be  open  to  inspection  upon  satis* 
factory  evidence  of  identity  and  official  position  by  the  president, 
vice  president,  secretary,  or  treasurer  of  such  corporation  or,  if  none, 
its  principal  officer,  and  by  a  stockholder  of  such  corporation  as  pro- 
vided in  the  following  paragraph : 

A  stockholder  of  record  owning  1  per  centum  or  more  of  the 
outstanding  stock  of  a  corporation  may  be  permitted  to  inspect  its 
return.  Such  permission  will  only  be  granted  upon  an  application 
in  writing  to  the  Commissioner  of  Internal  Revenue,  accompanied 
by  an  affidavit  showing  applicant's  address,  the  name  of  the  corpo- 
ration, the  period  of  time  covered  by  the  return  he  desires  to  inspect, 
and  a  certincate  from  the  officials  of  the  corporation  or  other  satis- 
factory evidence  showing  the  amount  of  the  corporation's  outstand- 
ing capital  stock,  the  number  of  shares  owned  by  the  applicant,  the 
date  when  such  stock  was  acquired,  and  satisfactory  proof  of  iden- 
tity. This  privilege  of  inspection  is  personal  and  will  be  granted 
only  to  the  stockholder.  This  rule  has  no  application  to  the  return  of 
a  corporation  filed  pursuant  to  the  Revenue  Act  of  1918 ;  specific  pro- 
vision, independent  of  presidential  regulation,  being  made  in  that 
act  for  inspection  by  a  stockholder  of  a  return  of  a  corporation  filed 
thereunder  (second  proviso  of  sec.  257). 

When  the  head  of  an  executive  department  (other  than  the  Treas- 
ury Department)  or  of  any  other  United  States  Government  estab- 
lishment desires  to  inspect  or  to  have  some  other  officer  op  employee 
of  his  branch  of  the  service  inspect  a  return  in  comiection  with  some 
matter  officially  before  him,  the  inspection  may,  in  the  discretion  of 
the  Secretary  of  the  Treasury,  be  permitted  upon  written  applica- 
tion to  him  by  the  head  of  such  executive  department  or  other  Gov- 


U70OMB  TAX  DIGBST8.  189 

eminent  establifihment.  The  application  must  be  signed  by  such  head 
and  must  show  in  detail  whv  tbe  inspection  is  desired,  the  name  and 
address  of  the  taxpayer  who  made  the  return,  and  the  name  and 
official  designation  of  Ihe  one  it  is  desired  shall  inspect  the  return. 
When  the  head  of  a  bureau  or  office  in  the  Treasury  Department, 
not  a  ipart  of  the  Internal  Bevenue  Bureau,  desires  to  mspect  a 
return  m  connection  t^ith  some  matter  officially  before  him,  other 
than  an  income,  profits  tax,  or  corporation  excise  tax  matter,  the  in- 
spection may^  in  the  discretion  of  the  Secretary,  be  permitted  upon 
written  application  to  him  by  the  head  of  such  bureau  or  office, 
showing  in  detail  why  the  inspection  is  desired.  The  reasons  sub- 
mitted tor  permission  to  inspect  as  provided  in  this  paragraph  shall 
be  considered  by  the  Secretary  and  a  decision  reached  by  him 
whether  the  reasons  are  sufficient  to  permit  the  inspection. 


4-20-711. 
T.  D.  2962. 

I.    REGUUkTIONS    OOVERNIKO    THB    FURNISHING    OF    COPIES    bF    INCOME 

RETURNS. 

The  ori^nal  income  return  of  an  individual,  partnership,  corpora- 
tion, association,  joint-stock  company,  insurance  company,  or  fiduci- 
ary, or  a  copy  thereof,  may  be  furnished  by  the  Commissioner  of  In- 
ternal Revenue  to  a  United  States  attorney  for  use  as  evidence  be- 
fore a  United  States  grand  jury  or  in  litigation  in  any  court,  where 
the  United  States  is  interested  in  the  result,  or  for  use  in  the  prepa- 
ration for  such  litigation,  or  to  any  attorney  connected  with  the  De- 
partment of  Justice  designated  by  the  Attorney  General  to  handle 
such  matters  if  and  when  the  Attorney  General  states  to  the  Com- 
missioner in'  writing  that  such  attorney  is  so  designated.  When  an 
income  return  or  copy  thereof  is  thus  furnished,  it  must  be  limited  in 
use  to  the  purpose  for  which  it  is  furnished  and  is  under  no  condi- 
tion to  be  made  public  except  where  publicity  necessarily  results 
from  such  use.  In  case  the  original  return  is  necessary,  it  shall  be 
placed  in  evidence  by  the  Commissioner  of  Internal  Revenue  or  by 
some  other  officer  or  employee  of  the  Internal  Revenue  Bureau  desig- 
nated hj  the  Commissioner  for  that  purpose,  and  after  it  has  been 
placed  m  evidence  it  shall  be  returned  to  the  files  in  the  office  of  the 
Commissioner  in  Washington.  An  orie^inal  return  will  be  furnished 
only  in  exceptional  cases,  and  then  only  when  it  is  made  to  appear 
that  the  ends  of  jystice  may  otherwise  be  defeated.  Neither  the 
original  nor  a  copy  of  an  income  return  desired  for  use  in  litigation 
in  court  where  the  United  States  Government  is  not  interested  m  the 
result  and  where  such  use  mi^ht  result  in  making  public  the  informa- 
tion contained  therein  wiU  oe  furnished,  except  as  otherwise  pro- 
vided in  the  next  succeeding  paragraph. 

A  copy  of  an  income  return  may  be  furnished  by  the  Commissioner 
of  Internal  Revenue  to  the  person  who  made  the  return  or  to  his 
duly  constituted  attorney,  or  if  the  person  is  deceased,  to  his  executor 
or  administrator;  or  if  tne  entity  is  m  the  hands  of  a  receiver,  trustee 
in  bankruptcy,  guardian  or  similar  legal  custodian,  to  the  receiver, 
trustee,  or  other  similar  custodian  upon  written  application  for  same 
accompanied  by  satisfactory  evidence  that  the  applicant  comes  within 
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this  provision.  ^  The  person  who  made  the  return  ^  as  herein  used 
refers  in  the  case  of  an  individual  return  to  the  individual  whose 
return  is  desired,  and  in  the  case  of  a  return  of  a  corporation,  asso- 
ciation, joint-stock  company,  insurance  company  or  fiduciary  to  tiie 
corporation,  association,  joint-stock  company  or  fiduciary,  a  copy 
of  whose  return  is  desired.  A  corporation  may  also  designate  by 
proper  action  of  its  board  of  directors  the  officer  or  individual  to 
whom  a  copy  of  a  return  made  by  the  corporation  may  be  furnished, 
and  upon  sufficient  evidence  of  such  action  and  of  the  identity  of  the 
officer  or  individual,  a  copy  may  be  furnished  to  sud^  person.  A 
copy  of  a  partnership  income  return  will  be  furnished  to  the  part* 
ners  only  in  case  all  the  partners  join  in  the  request  therefor,  it  mat- 
ters not  what  particular  partner  or  officer  of  the  partnership  made 
the  return.  If  the  partnership  has  been  dissolved  the  members  sur- 
viving may  be  furnished  a  copy  if  all  the  members  surviving  join  in 
the  request.    (Also  Articles  1092  to  1094.) 


n.  GIVING  TO  STATE  OmCIALS  ACCESS  TO  INCX>ME  RETUBN8  OF  CORPO- 
RATIONS, ASSOCIATIONS,  JOINT-STOCK  COMPANIES,  AND  INSURANCE 
COMPANIES. 

The  proper  officers  of  a  State  imposing  an  income  tax  are  entitled 
as  of  right  upon  the  request  of  its  governor  to  have  access  to  the 
income  and  profits  tax  returns  of  a  corporation,  association,  joint- 
stock  company  or  insurance  company  or  to  an  abstract  thereof  show- 
ing its  name  and  income.  Proper  officers  in  this  connection  are  only 
those  officers  of  the  State  who  are  charged  with  the  enforcement  of 
the  State  income  tai&  law  and  who  are  to  use  the  information  gained 
by  the  access  only  in  connection  with  such  enforcement. 

The  request  or  application  of  the  governor  must  be  in  writing, 
signed  by  him  under  the  seal  of  his  State,  and  must  show : 
Tnat  the  State  imposes  an  income  tax. 

The  name  and  address  of  the  corporation,  association,  joint- 
stock  company,  or  insurance  company  making  the  returns 
to  which  access  is  desired. 
c)  Why  access  is  desired. 

[d)  The  names  and  official  positions  of  the  officers  designated  to 
have  the  access. 

(e)  That  such  designated  officers  are  charged  with  the  enforcement 

of  the  State  income  tax  law. 

(/)  That  the  information  to  be  gained  by  the  access  is  to  be  used 
only  in  connection  with  such  enforcement. 

The  request  on  application  of  the  governor  may  be  addressed 
either  to  the  Secretary  of  the  Treasury  or  to  the  Ciommissioner  of 
Internal  Eevenue,  but  should  be  transmitted  to  the  Commissioner, 
who  will  set  a  convenient  time  for  the  access  to  the  returns  (or  to  an 
abstract  thereof,  as  he  may  determine). 

Access  shall  be  given  only  in  the  office  of  the  C!ommissioner  of 
Internal  Revenue  in  Washington. 

The  officers  designated  by  the  governor  will  not  be  permitted  to 
name  another  person  or  persons  to  examine  the  returns  (or  abstracts) 
for  them ;  they  will  be  given  access  only  to  the  returns  of  those  cor- 
porations, associations,  joint-stock  companies,  or  insurance  com- 
panies organized  or  doing  business  in  their  State;  they  may  have 
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access  to  lists  furnished  to  supplement  and  become  a  part  of  the 
returns  to  which  they  are  given  access;  and  they  may  have  access 
to  the  capital  stock  tax  returns  filed  imder  the  provisions  of  section 
1000  of  the  Revenue  Act  of  1918  under  the  same  conditions  pre- 
scribed in  the  preceding  paragraph  for  access  to  the  income  and 
profits  tax  returns  of  corporations,  associations,  joint-stock  com- 
panies, and  insurance  companies.  This  right  does  not  extend  to 
the  examination  of  capital  stock  tax  returns  filed  pursuant  to  prior 
acts  of  Congress.  • 

III.  EXAMINATION  BY  A  STOCKHOLDER  OF  THE  ANNUAL  INCOME  RETURNS 
OP  A  CORPORATION  MADE  PURSUANT  TO  TTTLBS  H  AND  HI  AND  SECTION 
1000,  TITLE  X,  OP  THE  REVENUE  ACT  OP  1918. 

A  bona  fide  stockholder  of  record  owning  1  per  cent  or  more  of 
the  outstanding  stock  of  a  corporation  shall  be  entitled  as  of  right, 
upon  making  request  of  the  Commissioner  of  Internal  Bevenue,  to 
examine  the  annual  income  returns  of  such  corporation  and  of  its 
subsidiaries  made  under  Titles  II  and  III  of  the  Revenue  Act  of  1918, 
and  all  returns  of  corporations  filed  f  orpurposes  of  the  tax  imposed 
by  section  1000,  Title  X,  of  said  act.  ETis  request  for  permission  to 
examine  such  returns  must  be  made  in  writing  and  must  be  in  the 
form  of  an  affidavit  showing  his  address,  the  name  of  the  corpora- 
tion, the  period  of  time  covered  by  the  return  he  desires  to  inspect, 
the  amount  of  the  corporation's  outstanding  capital  stock,  the  num- 
ber of  shares  owned  by  him,  the  date  when  he  acquired  them,  and 
M'hether  he  has  the  beneficial  as  well  as  the  record  title  to  such  shares. 
It  must  also  show  that  he  has  not  acquired  his  shares  for  the  purpose 
of  the  examination  of  the  income  returns  of  the  corporation.  If  he 
has  acquired  them  for  this  purpose,  he  is  not  a  bona  fide  stockholder 
within  the  meaning  of  the  statute.  The  application  must  be  sup- 
ported by  satisfactory  evidence  showing  that  the  applicant  is  a  bona 
fide  stocfeholder  of  record  of  the  required  amount  of  stock  of  the 
corporation.  The  supporting  evidence  may  be  partly  in  the  form  of 
a  certificate  signed  by  the  president  or  vice  president  of  the  corpora- 
tion, and  countersigned  by  the  secretary  under  the  corporate  seal. 
Upon  being  satisfied  from  the  evidence  presented  that  the  applicant 
has  fully  met  these  conditions,  the  Commissioner  will  grant  the  per- 
mission to  examine  the  returns  and  set  a  convenient  time  for  the 
examination  in  the  office  of  the  Commissioner.  This  privilege  is 
personal  and  will  be  granted  only  to  the  stockholder,  who  can  not 
delegate  it  to  another. 

6-20-734. 
S.  1301. 

A  debtor  corporation  may  not  inspect  ownership  certificates  exe- 
cuted by  owners  of  its  bonds  or  bonds  of  its  subsidiaries  after  such 
certificates  have  been  forwarded  to  the  Commissioner  of  Internal 
Bevenue  by  the  debtor  corporation. 


SectioB  257,  Article  1092 :  Inspection  of  Betnms  by  1-19-112. 

State.  O.  D.  78. 

Ketums  of  individuals  may  not  be  inspected  by  officials  of  a 
State  which  imposes  an  income  tax. 
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Section  257,  Artiole  1093:  Iiupeotion  of  BetuniB  by  18-ld-490. 

Stockholder.  O.D.273. 

A  "stockholders'  protective  committee,"  to  which  deposited 
stock  has  been  transferred  for  the  purpose  of  safeguarding  the  in- 
terests of  the  minority  stockholders,  is  not  considered  a  bona  fide 
stockholder  within  the  meaning  of  section  257  of  the  Bevenue  Act 
of  1918.  

Section  257,  Article  1094:  Penalties  for  Disclosure  of  15-19-451. 

Ectmms.  T.  D.  2903. 

Any  collector,  deputy  collector,  affent,  clerk,  or  other  officer  or 
employee  of  the  Bureau  of  Internal  Bevenue,  including  internal 
revenue  agents,  who  divulges  or  makes  known  in  any  manner  what- 
soever not  provided  by  law  the  amount  or  source  of  income,  profits, 
losses,  expenditures,  or  any  particulars  thereof  set  forth  or  disclosed 
in  any  income  return  made  by  any  taxpayer,  or  by  a  collector  or 
deputy  collector,  or  by  the  Commissioner  of  Internal  Bevenue,  or 
who  permits  any  income  return  or  copy  thereof,  or  any  book  contain- 
ing any  abstract  or  particulars  thereof,  to  be  seen  or  examined  by 
any  person,  except  as  provided  by  law,  or  who  prints  or  publishes 
in  any  manner  whatever,  not  provided  by  law,  any  income  return  or 
any  part  thereof,  or  source  of  income,  profits,  losses,  or  expenditures 
appearing  in  any  income  return,  is  guiitjr  of  a  misdemeanor  and  sub- 
ject to  a  nne  not  exceeding  $1,000  or  to  imprisonment  not  exceeding 
one  year,  or  both,  at  the  discretion  of  the  oourt,  and  if  he  be  an  officer 
or  employee  of  tne  United  States  to  be  dismissed  from  office  or  dis- 
charged irom  employment. 


SECTION  260— CITIZENS  OF  UNITED  STATES  POSSESSIONS. 

Section  260,  Article  1121 :  Status  of  Citizens  of  TTnited  28-19-619. 

States  Possessions.  O.  D.  333. 

Citizens  of  the  Virgin  Islands  who  are  not  otherwise  citizens  of 
the  United  States  and  who  arc  not  residents  of  the  United  States  are 
taxed  only  on  income  from  sources  within  the  United  States.  Citi- 
zens of  the  Virgin  Islands  who  are  residents  of  the  United  States  are 
taxed  on  the  same  basis  as  other  citizens  of  the  United  States. 


SECTION  261— PORTO  RICO  AND  PHILIPPINE  ISLANDS. 

Section  261,  Article  1133:  Taxation  of  corporations  be-  1-20-663. 

tween  United  States  and  Porto  Bico  and  Philippine  0.976. 

Islands. 

INCOME    TAX — ^AOT    OF    SEPTEMBER    8,    1916,    AS    AMENDED    BT    ACT    OF 

OCTOBER  8,  1917. 

A  forei^  corporation  transacting  business  and  having  an  office  in 
both  continental  United  States  and  Porto  Rico  is  not  subject  to 
income  tax  in  continental  United  States  upon  income  derived  from 
Porto  Rico. 
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SECTION  Sai— IMPOSITION  OP  TAX. 

Section  301,  Article  714:  Computation  of  Tax  on  Income  1-19-113. 

from  Oeyemment  Contracts.  T.  B.  M.  4. 

In  the  case  of  a  fiscal  year  corporation  the  computation  of  tax 
under  section  801  (c)  1  should  be  based  on  the  entire  net  income  for 
the  fiscal  year,  even  though  no  part  of  the  income  from  Grovernment 
contracts  was  derived  after  January  1,  1919. 


(See  24-19-657;  sec.  1,  art.  1610.)    Income  from  amended  Govern- 
ment contract. 


26-19-620, 
A.  R.  M.  5. 
If  a  corporation  has  a  net  income  from  a  Government  contract 
and  sustains  a  net  loss  from  other  operations,  in  the  submission  of  a 
fiscal  year  return  for  a  period  endmg  in  1919  the  loss  may  be  de- 
ducted from  the  income  from  the  Government  contract. 


3-20-696. 
O.  D.  378. 

The  excess-profits  credit  and  the  war-profits  credit,  as  provided  in 
section  301  (c)  1,  Revenue  Act  of  1918,  and  article  714  of  Regula- 
tions 45,  are  computed  on  the  basis  of  the  invested  capital  for  the 
taxable  year,  not  on  the  invested  capital  for  1918. 


Section  301,  Article  716.  Allocation  of  Net  Income  to  26-19-697. 

Fartionlar  Source.  A.  R.  M.  1. 

If  exact  determination  of  income  arising  from  Government  con- 
tracts distinctively  from  other  income  is  impossible,  an  approxi- 
mation based  on  the  proportion  which  sales  to  the  Government  bears 
to  other  sales  should  be  used  only  in  case  approximations  based  on  the 
respective  cost  and  selling  price  are  inapplicable.  The  approximation 
should  be  based  upon  the  allocation  of  costs  and  allocation  of  selling 
price,  in  the  most  accurate  manner  possible  from  available  records. 

Amortization  is  not  to  be  charged  exclusively  against  income  from 
Government  contracts,  and  selling  and  administrative  expenses  not 
applicable  to  the  Government  contracts  should  not  be  so  charged. 
(Also  sec.  214,  art.  181,  par.  2,  and  sec.  234,  art.  661.) 


(See  6-20-721;  sec.  1,  art.  1510.)  Allocation  of  expenditures,  and 
of  goods  on  hand  at  close  of  year  in  connection  with  Government 
contracts'. 

Section  301,  Article  719:  Illnstration  of  Compntation  20-19-517. 

where  Net  Income  Derived  from  Oovernment  Contract.  O.  D.  281. 

Method  of  computing  the  war  profits  and  excess  profits  taxes  in 
the  case  of  a  corporation  which  has  income  during  a  fiscal  year 
ended  in  1919  in  excess  of  $10,000  from  Government  contracts  made 
between  April  6, 1917,  and  November  11, 1918. 
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(a)  The  tax  for  the  full  fiscal  year  shall  firsjt  be  computed  at  the 

1918  rates  as  if  the  fiscal  year  were  the  calendar  year  1918.  The 
same  proportion  of  the  tax  so  computed,  which  the  income  derived 
from  Government  contracts  is  of  the  total  inc(«xie  from  all  sources, 
represents  the  tax  due  on  the  income  from  Government  contracts. 

(&)  To  compute  the  tax  at  the  1918  rates  on  the  net  income  derived 
from  sources  other  than  Government  contracts,  the  tax  attributable 
to  Government  contracts  is  first  deducted  from  the  total  tax  com- 
puted at  the  1918  rates,  and  the  difference  is  reduced  to  the  propor- 
tionate part  thereof  that  the  number  of  months  of  the  fiscal  year  fall- 
ing within  1918  is  of  the  full  fiscal  year. 

(c)  The  tax  must  then  be  computed  on  the  entire  income  from  all 
sources  for  the  full  fiscal  year  at  the  1919  rates.  The  same  propor- 
tionate part  of  this  tax  is  taken  as  the  net  income  from  sources  other 
than  Government  contracts  is  of  the  total  net  income.  This  amount 
is  then  reduced  to  the  same  proportionate  part  thereof  that  the  num- 
ber of  months  of  the  fiscal  year  falling  within  1919  is  of  the  full  fiscal 
year. 

The  sum  of  the  results  obtained  in  following  the  procedure  out- 
lined in  the  three  preceding  paragraphs  will  be  the  total  tax. 

For  example :  Assume  a  corporation  having  a  total  net  income  of 
$120,000  for  the  full  fiscal  year  ended  March  31,  1919,  $48,000  of 
which  was  derived  from  Government  contracts.  Assume,  further, 
that  the  total  war  profits  and  excess  profits  tax  computed  at  the  1918 
rates  is  $60,000,  and  the  total  war  profits  and  excess  profits  at  the 

1919  rates  is  $30,000.  . 

The  tax  attributable  to  Government,  contracts  would  be  two-fifths 
of  $60,000,  or  $24,000.  Deducting  this  amount  from  $60,000  leaves 
$36,000.  The  tax  on  the  remaining  net  income  at  1918  rates  would 
be  three-fourths  of  $36,000,  or  $27,000. 

Applying  the  1919  rates  to  the  income  not  attributable  to  Govern- 
ment contracts  would  result  in  a  tax  of  three-fifths  of  $30,000,  or 
$18,000 ;  but  since  only  three  months  of  the  return  period  falls  within 
1919,  the  tax  would  be  one-fourth  of  $18,000,  or  $4,500.  The  total 
war  profits  and  excess  profits  tax  would,  therefore,  be  the  sum  of 
$24,000,  $27,000,  and  $4,500,  or  $55,500. 

The  computation  necessary  to  arrive  at  this  result  should  be  shown 
in  a  supplementary  statement  attached  to  the  return-  These  com- 
putations will  not  apply  to  the  income  tax,  which  will  be  computed 
on  the  entire  net  income,  as  provided  in  section  205  (b)  of  the  act 
In  the  illustration  given  the  amount  of  war  profits  and  excess  profits 
tax  to  be  credited  against  net  income,  in  computing  the  income  tax 
at  both  the  12  per  cent  and  10  per  cent  rates,  would  be  $55,600,  as 
computed  above. 

SECTION  302— LIMITATION  OF  TAX. 

Section  802,  Article  731 :  Short  Form  of  Computation  of         -  l-ld-llS. 
Limitation.  O.D.80. 

The  tax  limitation  prescribed  in  section  302,  Revenue  Act  of 
1918,  is  applied  to  the  consolidated  net  income  and  maj  not  be  con- 
strued to  apply  separately  to  the  net  income  of  each  imit  included  in 
the  return.     (Also  sec.  240,  art.  637.) 
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SECrriON  30S— TAX  WHEN  PARTLY  PERSONAL  SERVICE  BUSINESS. 

Section  303,  Article  741:  Apportionment  of  Invested  1-19-114. 

Capital  and  ITet  Income.  O.  D.  79. 

Section  303  of  the  law  will  apply  in  the  case  of  partial  per- 
sonal-service corporations  until  the  point  is  reached  where  the  non- 
personal-service  element  becomes  negligible,  under  which  conditions 
such  corporations  would  make  returns  as  personal-service  corpora- 
tions, as  set  out  in  section  218  of  the  law. 


12-19-410. 
T.  B.  M.  50. 
Where  a  corporation  doing  a  commission  and  brokerage  bus- 
iness satisfies  the  requirements  of  a  personal-service  corporation, 
except  that  it  in  part  employs  capital,  surplus,  and  borrowed  funds 
to  make  large  advances  to  customers  and  receives  more  interest  than 
it  pays  as  a  result  of  such  transactions,  it  should  be  assessed  under 
section  303.  The  income  from  commissions  and  brokerage  should 
be  considered  as  arising  from  personal  service,  and  the  remainder 
of  fhfK  income  as  derived  from  the  use  of  capital. 


Section  303,  Article  742 :  Computation  of  Tax  Upon  Ket  Income.  8-20-759. 

S.  1317. 

RULING  UNDER  REVENUE  ACT  OF  1017. 

A  merchant  who  sells  coal  at  wholesale  on  a  commission  basis  and 
also  sells  coal  at  retail  from  his  own  yard  is  engaged  in  only  one 
business  for  the  purpose  of  computing  tne  excess-profits  tax. 


SECTION  311— WAR  PROFITS  CREDIT. 

5-19-264. 
Section  311,  Article  781 :  War  Profits  Credit.  T.  B.  B.  16. 

Method  of  ascertaining  a  corporation's  average  net  income  and 
average  invested  capital  for  the  prewar  period  where  corporation 
closes  its  books  on  the  basis  of  a  nscal  year  which  differs  from  the 
calendar  year.  It  is  recommended  that  the  computation  be  made 
as  follows : 

The  starting  point  for  each  year  is  the  beginning  of  the  fiscal  year 
ending  in  1911, 1912,  and  1913,  respectively,  and  the  invested  capital 
i^hould  be  ascertained  as  at  those  dates.  To  these  sums  should  be 
added  any  contributions  of  capital  between  the  beginning  of  each 
such  fiscal  year  and  January  1,  1911.  1912,  and  1913,  respectively, 
and  corresponding  deductions  should  be  made  in  respect  of  any 
dividends  and  any  refunds  of  capital  during  those  respective  periods. 
To  these  balances  should  be  added  a  pro  rata  share  of  the  earnings 
of  the  respective  fiscal  years,  and  the  totals  thus  arrived  at  will  be 
deemed  to  be  the  invested  capital  of  the  taxpayer  at  January  1, 1911, 
1912,  and  1913,  respectively.  Taxpayers  snould  file  with  their  re- 
turns copies  of  their  balance  sheets  at  the  beginning  of  each  fiscal 
year  and  a  schedule  for  each  year  showing  the  adjustments  made  in 
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GOiDputiiig  the  inyested  capital  as  at  the  b«Biimiiig  of  eacli  calendtr 
year  during  the  prewar  period. 

Where  a  taxpayer  has  such  accounting  records  as  will  enable  him 
to  pr^are  an  accurate  balance  sheet  showing  the  true  surplus  and 
undivided  prc^te  at  the  beginning  of  each  cme  of  the  prewar  calendar 
years  and  an  accurate  income  account  for  such  years,  be  may  make 
the  computation  upon  this  basis  and  explain  the  method  used  m  such 
detail  as  will  enable  the  Commissioner  of  Internal  Sev«nu6  to  deter- 
mine whether  such  basis  is  proper. 

Where  a  taxpayer  has  not  been  in  business  during  the  whole  of 
the  prewar  perioa  the  above  methods  will  be  applicable  to  such  full 
calendar  years  during  the  whole  of  which  years  the  taxpayer  was 
in  business. 

8-l»^19. 
O.  D.  18t 

Corporations  are  not  allowed  at  this  late  date  to  adjust  salaries 
paid  during  the  prewar  period,  when  such  adjustment  is  made  solely 
for  the  purpose  of  increasing  the  war  profits  credit  for  Ae  taxable 
year.    (Also  sec  214,  art.  106;  sec.  326,  art.  841.) 


SECTION  320— NET  INCOME. 

8-19-335. 

Section  320,  Article  801 :  Net  Income.  T.  B.  M.  42. 

Value  appreciation  of  property  taken  up  on  the  books  of  the 
taxpayer  and  returned  as  part  of  his  taxable  income  for  the  year  in 
which  the  appreciation  was  written  up  must  be  excluded  in  comput- 
ing prewar  income,  even  though  an  income  tax  has  been  paid  on  it 


(See  21-19-520;  sec.  201,  art.  1541.)    Excess-profits  tax  under  1917 
law  on  dividends  from  foreign  corporation. 


SECTION  325— TERMS  RELATING  TO  INVESTED  CAPITAL. 

27-19-609. 
Section  325,  Article  812:  Borrowed  Capital:  Securities.  S.  1200. 

Preferred  stock,  if  in  the  records  of  the  corporation  it  is  de- 
clared to  be  part  of  its  capital  stock,  though  convertible  into  first- 
mortgage  bonds  of  even  date  therewith,  is  inferior,  on  a  distribution 
of  assete  to  pay  debts,  to  the  rights  of  general  creditors,  and  is  to  be 
treated  as  invested  capital  so  long  as  it  is  not  converted. 


Section  324,  Article  813 :  Borrowed  Capital :  Amounts  23-ld-552. 

Left  in  Burinest.  T.  6.  M.  82. 

A  corporation  was  organized  in  1910  with  a  capital  of  10a?  dol- 
lars, substantially  all  of  which  was  subscribed  for  by  A,  and  he 
furnished  all  the  capital.  During  1915  A  paid  into  the  company  Tj* 
dollars,  no  action  being  taken  by  the  corporation  to  indicate  the 
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nature  of  this  payment,  except  that  it  was  entered  as  a  contributioa 
to  capital  and  was  never  treated  as  an  account  payable.  No  stock 
was  issued  and  no  interest  was  charged.  In  1917  this  money  was  re- 
paid to  A,  there  being  no  evidence  as  to  the  nature  of  the  payment 
nor  how  it  was  treated  by  the  corporation. 

Held:  That  this  payment  of  7x  dollars  to  the  corporation  was  in 
the  nature  of  a  voluntary  assessment  by  the  one  who  was  practically 
the  sole  stockholder  of  me  corporation ;  that  the  repayment  of  this 
sum  to  A  must  be  deemed  to  be  out  of  undivided  profits  or  earned  sur- 
plus so  far  as  possible;  that  such  repayment  can  not  be  treated  as  a 
return  of  capital  unless  the  undivided  profits  and  earned  surplus 
accumulated  since  1913  are  first  distributed  as  dividends;  that  the 
corporation  be  permitted  to  include  in  its  invested  capital  for  the 
taxable  year  1917  the  sum  of  7a9  dollars  as  surplus  paid  in  by  the 
stockholaers,  proper  adjustment  being  made  for,  any  aistributions  of 
dividends  in  excess  of  available  net  eaminga.  (Also  sec.  201,  art. 
1542.) 


1-19-116. 
Section  326,  Article  816 :  Inadmiflflible  Assets.  O.  781. 

Interest  on  an  amount  of  bonds  of  the  War  Finance  Corporation, 
the  principal  of  which  does  not  exceed  in  the  aggregate  $5,000,  is 
exempt  from  Federal  income  and  excess  profits  taxes.  Corporate 
funds  invested  in  such  bonds  are  inadmissible  assets  to  the  extent 
that  they  are  invested  in  bonds  of  a  face  value  of  not  more  than 
$5,000,  but  funds  of  a  corporation  or  an  association  Invested  in  such 
bonds  are  admissible  assets  so  far  as  thev  are  invested  in  such  bonds 
beyond  a  principal  or  face  value  of  $5,000. 


1-19-118. 

O.  D.  81. 

Federal  reserve  bank  stock  held  by  member  banks  is  held  to  be 

an  inadmissible  asset  in  determining  invested  capital  for  excess 

profits  tax  purposes.    (Also  art  816.) 


(See  22-19-688;  sec.  826,  art.  838.)    Stock  of  foreign  corporations 
deriving  no  income  from  sources  within  the  United  States. 


24-19-576. 
O.  D.  305. 

Inasmuch  as  dividends  received  by  a  domestic  corporation  from 
a  foreign  corporation  deriving  income  from  sources  within  the 
United  States  are  allowable  deductions  in  ascertaining  the  net  income 
of  the  domestic  corporation  subject  to  tax,  there  could  not  be  included 
in  the  invested  capital  of  the  domestic  corporation  receiving  the  divi- 
dends the  amount  of  capital  invested  in  tne  stock  of  the  foreign  cor- 
poration, or  any  part  of  the  value  thereof,  except  as  outlined  in  article 
817.     (See  6-19-262;  sec.  216,  art.  301.) 
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computiiur  the  inyested  cftpital  as  at  the  beffinnini:  of  each  cakiidtr 
year  duriSg  the  prewar  peHod. 

Where  a  taxpayer  has  such  aoooonting  records  as  will  enable  him 
to  prepare  an  accurate  balance  sheet  showing  the  true  surplus  and 
undivided  profits  at  the  beginnmg  of  each  one  of  the  prewar  calendar 
years  and  an  accurate  income  account  for  such  years,  he  may  make 
the  computation  upon  this  basis  and  explain  ihb  metiiod  used  m  such 
detail  as  will  enable  the  Commissioner  of  Internal  Bevenue  to  deter- 
mine whether  such  basis  is  proper. 

Where  a  taxpayer  has  not  been  in  business  during  the  whole  of 
the  prewar  period  the  above  methods  will  be  applicable  to  such  full 
calendar  years  during  the  whole  of  which  years  the  taxpayer  was 
in  business. 

8-19^19. 
O.  D.  184. 

Corporations  are  not  allowed  at  this  late  date  to  adjust  salaries 
paid  during  the  prewar  period,  when  such  adjustment  is  made  solely 
for  the  purpose  of  increasing  the  war  profits  credit  for  the  taxable 
year.    (Also  sec.  214,  art.  106 ;  sec.  326.  art.  841.) 


SECTION  320— NET  INCOME. 

8-19-835. 

Section  320,  Article  801 :  Net  Income.  T.  B.  M.  42. 

Value  appreciation  of  property  taken  up  on  the  books  of  the 
taxpayer  and  returned  as  part  of  his  taxable  income  for  the  year  in 
which  the  appreciation  was  written  up  must  be  excluded  in  comput- 
ing prewar  income,  even  though  an  income  tax  has  been  paid  on  it 


(See  21-19-520;  sec.  201,  art.  1541.)    Excess-profits  tax  under  1917 
law  on  dividends  from  foreign  corporation. 


SECTION  325~T£RMS  RELATING  TO  INVESTED  CAPITAL. 

27-19-609. 
Section  326,  Article  812 :  Borrowed  Capital :  Securities.  S.  1200. 

Preferred  stock,  if  in  the  records  of  the  corporation  it  is  de- 
clared to  be  part  of  its  capital  stock,  though  convertible  into  first- 
mortgage  bonds  of  even  date  therewith,  is  inferior,  on  a  distribution 
of  assete  to  pay  debts,  to  the  rights  of  general  creaitora,  and  is  to  be 
treated  as  invested  capital  so  long  as  it  is  not  converted. 


Section  324,  Article  813:  Borrowed  Capital:  Amonnts  23-1^552. 

Left  in  Burinen.  T.  B.  M.  82. 

A  corporation  was  organized  in  1910  with  a  capital  of  10a?  dol- 
lars, substantially  all  of  which  was  subscribed  for  by  A,  and  he 
furnished  all  the  capital.  During  1915  A  paid  into  the  company  7.r 
dollars,  no  action  being  taken  by  the  corporation  to  indicate*  the 
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nature  of  this  payment,  except  that  it  was  entered  as  a  ocHitributioii 
to  capital  and  waa  never  treated  as  an  account  payable.  No  stock 
was  issued  and  no  interest  was  charged.  In  1917  this  money  was  re- 
paid to  A,  there  being  no  evidence  as  to  the  nature  of  the  payment 
nor  how  it  was  treated  by  the  corporation. 

Held:  That  this  payment  of  7x  dollars  to  the  corporation  was  in 
the  nature  of  a  voluntary  assessment  by  the  one  who  was  practically 
the  sole  stockholder  of  the  corporation;  that  tihe  repayment  of  this 
sum  to  A  must  be  deemed  to  be  out  of  undivided  profits  or  earned  sur- 
plus so  far  as  possible;  that  such  repayment  can  not  be  treated  as  a 
return  of  capital  unless  the  undivided  profits  and  earned  surplus 
accumulated  since  1913  are  first  distributed  as  dividends;  that  the 
corporation  be  permitted  to  include  in  its  invested  capital  for  the 
taxable  year  1917  the  sum  of  7x  dollars  as  surplus  paid  in  by  the 
stockholders,  proper  adjustment  being  made  for  any  aistributions  of 
dividends  in  excess  of  available  net  eaminga.  (Also  sec.  201,  art. 
1542.) 


1-19-116. 
Section  326,  Article  816 :  Inadmissible  Assets.  O.  781. 

Interest  on  an  amoimt  of  bonds  of  the  War  Finance  Corporation, 
the  principal  of  which  does  not  exceed  in  the  aggregate  $5,000,  is 
exempt  from  Federal  income  and  excess  profits  taxes.  Corporate 
funds  invested  in  such  bonds  are  inadmissible  assets  to  the  extent 
that  they  are  invested  in  bonds  of  a  face  value  of  not  more  than 
$5,000,  but  funds  of  a  corporation  or  an  association  Invested  in  such 
bonds  are  admissible  assets  so  far  as  thev  are  invested  in  such  bonds 
beyond  a  principal  or  face  value  of  $5,000. 


1-19-118. 

O.  D.  81. 

Federal  reserve  bank  stock  held  by  member  banks  is  held  to  be 

an  inadmissible  asset  in  determining  invested  capital  for  excess 

profits  tax  purposes.    (Also  art.  816.) 


(j9e©  22-19-588;  sec.  826,  art.  838.)    Stock  of  foreign  corporations 
deriving  no  income  from  sources  within  the  United  States. 


24-19-576. 
O.  D.  305. 

Inasmuch  as  dividends  received  by  a  domestic  corporation  from 
a  foreign  corporation  deriving  income  from  sources  within  the 
United  States  are  allowable  deductions  in  ascertaining  the  net  income 
of  the  dmnestic  corporation  subject  to  tax,  there  could  not  be  included 
in  the  invested  capital  of  the  domestic  corporation  receiving  the  divi- 
dends the  amount  of  capital  invested  in  the  stock  of  the  foreign  cor- 
poration, or  any  part  of  the  value  thereof,  except  as  outlined  in  article 
817.     (See  6-19-262;  sec.  216,  art.  301.) 
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Section  325,  Article  818:  Admissible  Assets.. 

(See  1-19-40;  sec.  213(b),  art.  80.)  Amount  to  be  included  in 
admissible  assets  when  Liberty  bonds  are  subscribed  for  but  not 
fully  paid. 

1-19-132. 
O.D.93. 

Conversion  of  certificates  of  indebtedness  purchased  by  a  cor- 
poration in  1918  into  Victory  loan  notes  of  same  value  would  not 
affect  invested  capital  for  purposes  of  war  profits  tax. 


Section  325(b). 

(See  11-19-390 ;  sec.  326,  art.  831.)  Computation  of  invested  capi- 
tal when  no-par-value  stock  issued  for  purchase  of  assets  of  a 
going  concern,  alleged  to  be  worth  more  tnan  the  fimires  at  which 
the  properties  in  question  were  entered  on  the  books  of  the  pur- 
chaser. 

SECTION  326— INVESTED  CAPITAL. 

9-19-^50. 
Section  326,  Article  831 :  Meaning  of  Invested  Capital.  O.  D.  202. 

The  amount  of  taxes  withheld  at  the  source  to  be  later  paid 
over  to  the  Government  is  not  an  asset  of  the  withholding  agent 
and  must  be  eliminated  entirely  from  the  computation  of  mvested 
capitial. 

10-19-565. 
O.  872. 

Where  two  corporations  aro  engaged  in  different  branches  of 
the  same  business  and  the  certificate  of  incorporation  of  one  is 
amended  so  as  to  change  its  name  and  increase  its  capital  stock,  which 
new  stock  is  issued  in  exchange  for  the  stock  of  the  original  com- 
panies and  this  exchange  is  made  prior  to  March  3,  1917,  to  deter- 
mine the  invested  capital  of  the  new  organization,  there  should  be 
added  to  the  invested  capital,  as  defined  by  section  207(a),  revenue 
act  of  1917,  of  the  company  whose  certificate  has  been  amended,  the 
fair  market  value  of  the  assets  of  the  other  company,  this  latter 
valuation  to  be  made  as  of  the  date  of  the  exchange  of  stock  and  not 
of  a  later  formal  transfer  of  the  tangible  assets  (revenue  act  of  1917, 
sees.  201,  207,  and  208).    (Also  sec.  381,  art.  941.) 


11-19^89. 
T.B.M.49. 

A  new  corporation  which  raises  a  certain  sum  from  the  sale  of 
its  capital  stock  as  a  condition  precedent  to  taking  over  from  the 
creditors  of  a  defunct  corporation  the  old  corporation's  assets  and 
assuming  its  liabilities  can  not  be  allowed  as  invested  capital  the 
amount  which  the  old  corporation  could  have  claimed.  It  is  limited 
to  the  amount  received  from  the  sale  of  its  capital  stock.  The  value 
of  the  property  received  on  condition  of  the  assumption  of  the  un- 
paid liabilities  of  the  old  corporation  is  borrowed  capital.  (Also  sec 
331,  art.  941.) 
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11-19-390. 
T.  B.  R.  38. 

Where  a  company  incorporated  under  the  laws  of  one  State 
takes  over  the  assets  and  business  of  a  corporation  of  another  State 
at  its  book  value,  which  included  divers  parcels  of  improved  real 
estate,  paying  for  same  with  an  issue  of  stock  of  no  nominal  or  par 
value,  tne  properties  so  acquired  may  be  included  in  invested  capital 
in  an  amount  not  exceeding  the  actual  cash  value  at  the  time  so  ac- 
quired.   (Also  sec.  325  (b).) 

11-19-391. 
T.  B.  R.  40. 

Reasonable  commissions  or  other  forms  of  compensation  law- 
fully paid  by  a  corporation  for  sale  of  its  capital  stock  not  to  be  de- 
ductea  in  computing  invested  capital.  (Also  sec.  233,  art.  542;  sec. 
235,  art.  681.) 

13-19-431. 
O.  D.  248. 

Shares  of  stock  distributed  by  a  corporation  to  its  employees  in 
payment  of  services  rendered,  where  the  amount  is  not  excessive,  may 
be  included  in  invested  capital  to  the  extent  of  the  actual  cash  value 
of  the  services  rendered. 

(See  13-19-425;  sec.  233,  art.  541.)  Interest  on  a  company's  own 
funds  used  temporarily  for  construction  purposes  charged  to  capital 
account. 

16-19-466. 
O.  D.  260. 

If  a  bank  declares  a  dividend  and  pays  a  certain  part  to  its 
stockholders  and  carries  the  balance  to  a  special  account,  by  whatever 
name  known— e.  g.,  "  Stockholders'  trustees  account " — ^to  which  ac- 
count the  amounts  of  speculative  loans  and  investments  are  charged^ 
such  loans  and  investments  and  other  assets  representing  the  amounts 
transf enred  to  this  account  are  the  property  of  the  individual  stock- 
holders, and  no  portion  thereof  can  be  treated  as  invested  capital  of 
the  bank. 

24-19-577. 
O.  D.  306. 

Where  bonds  are  exchanged  for  stock  in  the  same  corporation 
under  the  terms  of  a  convertible  trust  deed,  it  will  be  presumed,  for 
the  purpose  of  computing  invested  capital,  that  the  value  of  the 
bonds  is  equivalent  to  the  value  of  the  stock.  The  addition  to  in- 
vested capital  would  accordingly  be  the  amount  for  which  the  bonds 
were  originally  sold. 

24-19-578. 
O.  D.  307. 

A  contract  may  be  treated  as  tangible  property  when  it  relates 
to  riffhts  in  tangible  property  to  such  an  extent  that  its  value  arises 
chiemr  therefrom,  but  it  may  not  be  treated  as  invested  capital  unless 
it  is  bona  fide  paid  in  for  stock  or  shares  in  the  corporation,  in  ac- 
cordance with  section  326(a)  of  the  Revenue  Act  of  1918. 
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l_20-664. 
A.  R.  R.  10. 

In  the  case  of  atoek  sold  by  a  oorporaftkA  to  ito  MSkployees  under 
agreement  either  for  caab,  |>art  caah  snd  part  deferred  paymente,  or 
aQ  deferred  paymenta,  suoject  to  yarioiis  oonditkuia  as  to  interest 
on  deferred  payments,  cancellation  of  agreemmts,  and  diyidends  on 
the  stock,  only  the  amount  of  the  subscription  paymenta  actually 
received  by  the  company  may  be  recognized  as  invested  capital  from 
the  date  of  such  receipt.  If  stock  is  subsmbed  for  by  an  officer  of 
the  company  and  charged  to  his  personal  account,  omy  so  much  of 
the  stocK  as  canceled  a  credit  balance  in  his  personal  account  or  was 
actually  paid  for  by  him  will  be  recognized  as  invested  capitaL 


S-S(M96. 
A.R.R17. 


RULING  UNDER  REVENUE  ACT  OP  191T. 


Held  in  the  case  of  a  partnership^  that  stocks  owned  b^  the  indi- 
vidual partners  can  not  be  recogmzed*  as  invested  capital  of  the 
partnership  even  though  purchased  from  profits  distributed  by  the 
partnership  and  purchased  for  the  purpose  of  advancing  the  interests 
of  the  partnership. 

Section  326,  Article  835:  Tangible  Property  Paid  In;  1-19-120. 

Mixture  of  Tangible  and  Litangible  Property.  T.  B.  M.  5. 

Where  since  the  organization  of  a  corporation  its  capital  stock 
has  been  increased  or  reduced  and  such  change  represents  an  actual 
acquisition  of  new  property  for  stock  or  an  actual  impairment  of 
original  properties,  the  20  p^  cent  limitation  impoaod  by  seetion 
207y  Bevenue  Act  of  1917,  will  be  based  upon  the  par  value  of  tlie 
total  stock  outstanding  on  March  8,  1917.  (Also  applicable  to 
partnendiips* ) 

16--19-467. 
T.  B.  R  49. 

Article  59  of  Regulations  No.  41  is  a  reasonable  interpietatiaii 
of  the  act  of  October  3,  1917,  and  where  a  corporation  has  acquired 
tangle  and  intangible  property  in  exchange  for  its  bonds  and  stocks 
it  will  be  deemed,  in  the  absence  of  clear  evidence  to  the  contrary,  that 
the  intangibles  were  acquired  by  the  stock. 

In  computing  consolidated  invested  capital^  where  one  corporation 
has  acquired  tne  stock  of  one  or  more  subsidiary  companies,  such 
transaction  should  be  treated  in  effect  as  thou^  the  assets  of  the 
respective  companies  had  been  acquired. 


Seetion  326,  Article  836:  Tangible  Property  Paid  In;  1-19-128. 

Talne  in  EzoeBt  of  Par  Value  of  Stock.  O.  D.  89. 

The  value  as  at  January  1,  1914,  of  tangible  propertjr  paid  in 
for  stock  or  shares  is  no  factor  in  computing  invested  capital  under 
the  Revenue  Act  of  1918.    (Also  art  837.) 
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1-19-129. 
O.  D.  90. 
Paid-in  surplus  representing  tangible  property  need  not  be 
reduced  by  reason  of  aepreciation  of  the  property  in  question.  Ail 
adjustments  necessary  on  account  of  inadequate  or  excessive  depre- 
ciation should  be  made  in  connection  with  earned  surplus  or  undi- 
vided profits.    (Also  art.  837.) 


8-19-334. 
T.  B.  R.  32. 

Where  bondholders  purchase  at  foreclosure  sale  the  property 
covered  by  the  mortgage  securing  the  bonds  and  form  a  new  corpora- 
tion to  which  tiie  property  is  transferred  in  exchange  for  its  entire 
capital  stock,  the  corporation  should  be  allowed  to  set  up  an  inves^ked 
capital  equal  to  the  value  of  the  property  transferred  to  the  corpora- 
tion as  ox  the  date  of  transfer,  such  value  to  be  established  by  evi- 
dence acceptable  to  the  Commissioner.    (Also  sec.  202,  art.  1665.) 


18-19-432. 
O.  D.  249. 

Where  a  corporation  exchanges  its  stock  for  the  assets  of  a 
partnership,  which  are  greatly  in  excess  of  the  par  value  of  the  stock, 
and  there  is  no  written  obligation  to  the  partners  a3  to  the  payment 
of  the  excess,  the  taxpayer  is  entitled  to  submit  evidence  in  support 
of  a  claim  for  paid-in  surplus;  however,  if  the  corporation  is  obligated 
to  the  partners  for  any  portion  of  the  excess,  a  claim  can  not  be  sus- 
tained. 


14-19-440. 
T.  B.  M.  67. 

While  the  fact  that  a  company  may  have  defective  accounting 
records,  and  can  not  accurately  compute  its  invested  capital,  may 
under  certain  circumstances  justify  an  assessment  under  section  210 
of  the  1917  Revenue  Act,  or  section  328  of  the  1918  Revenue  Act,  it 
does  not  permit  valuation  of  assets  as  at  a  time  subsequent  to  the  date 
on  which  they  were  paid  in  for  stock  for  computing  invested  capital. 
The  assets  of  a  corporation  can  not  be  valued  as  of  March  1, 1913,  for 
the  purpose  of  computing  invested  capital. 


Section  326,  Artiole  838:  Surplus  and  Undivided  Proflti;  1-19-121. 

Earned  Sniplus.  O.  D.  82. 

Good  will  created  to  offset  impaired  capital  has  no  effect  on 
invested  capital.  Subsequent  earning  must  be  used  first  to  restore 
impaired  capital;  excess  may  be  added  to  original  investment  as 
invested  capital. 

1-19-130. 
0.D.91. 

Any  portion  of  surplus  or  undivided  profits  representing  un- 
earned interest  or  discount  which  has  not  been  reported  as  tax- 
able income  must  be  excluded  in  the  computation  of  invested  capital 
for  war  profits  and  excess  profits  purposes. 
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1-19-131. 
O.  D.  92. 

If  a  taxpayer  reports  profits  on  installment  sales  on  the  basis 
of  the  proportionate  part  of  each  installment  received  representing 
profit,  his  surplus  account  as  at  the  beginnmg  of  the  taxable  year 
must  be  reduced  in  computing  invested  capital  to  the  extent  that 
the  surplus  account  includes  profit  on  such  sales  which  has  not  been 
reported  as  taxable  income.     (Also  art.  842.) 


22-19-638. 
T.B.R.67. 
Where  a  domestic  corporation  exchanges  patent  rights  and  cash 
for  stock  in  a  foreign  corporation  which  derives  no  income  from 
sources  within  the  tmited  States,  the  shares  of  stock  so  received  are 
admissible  assets  in  determining  the  invested  capital  of  the  domestic 
corporation  and  are  to  be  valued  at  cost  or  the  amount  of  cash  ad- 
vanced plus  the  value  of  the  patent  right  at  the  time  of  the  exchange, 
which  value  can  not  be  taken  as  exceeding  the  value  of  the  shares  of 
stock  issued  therefor.    (Also  sec.  825,  art.  815.) 


Section  326,  Article  840 :  Surplus  and  Undivided  Profits :  2-19-151. 

Additions  to  Surplus  Account.  T.  B.  B.  6. 

Where  a  distilling  corporation  pursuant  to  a  resolution  of 
the  board  of  directors  charged  against  surplus  in  1912  and  1913 
amounts  aggregating  x  dollars  on  the  ground  of  alleged  obso- 
lescence of  a  part  of  its  equipment  and  the  entire  equipment  was 
continued  in  use  the  same  as  previously,  no  reduction  of  output  being 
made  and  no  portion  of  the  property  having  been  retired  or  scrapped, 
in  fact  no  change  being  made  beyond  tbe  arbitrary  reduction  of  the 
surplus  and  invested  capital  by  charging  off  the  x  dollars  on 
the  books  of  the  corporation,  it  having  been  shown  that  these  charges 
were  made  only  for  the  consideration  of  the  corporation  and  that 
they  did  not  enter  into  the  corporation's  income  tax  returns,  the 
amounts  so  charged  off  may  be  restored  to  invested  capital,  less 
proper  allowance  for  ordinary  depreciation. 


15-l»-452. 
T.B.M.66. 

Amortization  allowances  deducted  in  ascertaining  net  profits, 
for  the  purpose  of  the  Munitions  Manufacturer's  Tax  Act  (Title  III 
of  the  Kevenue  Act  of  1916)  do  not  effect  the  computation  of  the  "  in- 
vested  capital,"  under  the  Revenue  Act  of  1918  of  the  corporations 
which  took  such  deductions. 


Section  326,  Article  841 :  Surplus  and  Undivided  Profits :  3-19-206. 

Limitation  of  Additions  to  Surplus  Account.  T.  B.  M.  19. 

A  corporation  acquiring  with  stock  the  assets  of  a  previously 
existing  corporation,  among  which  assets  are  included  trade-marks^ 
good  will,  etc.,  can  not  claim  as  an  addition  to  invested  capital 
amounts  expended  by  the  predecessor  corporation  for  the  general 
development  of  such  intangibles  and  charged  by  it  as  current  expense. 
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(See  8-19-819;  sec.  811,  art.  781.)  Adjustment  of  salaries  paid 
during  prewar  period. 

2-20-679. 
A.  R.  M.  12. 

It  is  the  judgment  of  the  committee  in  case  of  claims  by  proprie- 
tary medicine  companies  for  recognition  as  invested  capital  of  a  por- 
tion of  the  amounts  spent  in  prior  years  for  advertising  and  develop- 
ing trade-marks  and  trade  brands,  that  it  is  impossible  to  allocate 
any  definite  percentage  of  such  expenditures  as  between  capital  in- 
vestment and  selling  cost.  Cases  in  which  large  sums  have  been  spent 
in  advertising,  thus  creating  a  good  will  or  earning  capacity  far  in 
excess  of  recognizable  invested  capital,  may  reasonably  be  regarded 
as  cases  in  which  there  are  abnormal  conditions  affecting  invested 
capital  and  therefore  within  the  scope  of  section  327  of  the  Bevenue 
Act  of  1918.    (Also  sec.  327,  art.  901.) 


Section  326,  Article  843:  Surplus  and  Undivided  Profits:  3-19-208. 

Patents.  T.  B.  M.  17. 

For  the  purpose  of  computing  the  excess  profits  tax  for  1917 
the  capital  stocK  paid  for  patents  is  not  subject  to  the  20  per  cent 
limitations  applicable  to  good  will  and  certain  other  forms  of  in- 


tangibles. 


Section  326,  Article  844 :  Surplus  and  TJndiyided  Profits :  7-19-308. 

Beserve  for  Depreciation  or  Depletion.  T.  B.  M.  41. 

A  claim  for  inclusion  in  invested  capital  for  the  year  1917  of  an 
amount  representing  appreciation  in  the  value  of  property  which  ap- 
preciation had  been  taKen  up  on  the  books  in  1914  and  returned  as 
taxable  income  for  that  year  should  be  denied  for  the  reason  that  such 
tax  was  erroneously  assessed  and  collected.  The  taxpayer  is  entitled 
to  a  claim  for  refund. 


Section  826,  Artiole  845:  Surplus  and  TJndivided  Profits;  11-19-392. 

Beserre  for  Income  and  Excess  Profits  Taxes.  O.  D.  222. 

The  rule  expressed  in  article  845,  Reflations  45,  that  taxes 
are  deemed  to  be  paid  out  of  earnings  for  the  year  for  which  levied, 
applies  to  any  year  of  the  prewar  period  as  well  as  to  the  taxable 
year.  In  such  cases  the  amount  or  amounts  payable  in  a  succeeding 
year  on  account  of  such  taxes  may  be  incluaed  in  the  computation 
of  invested  capital  until  due  and  payable. 


12-19^11. 
T.B.M.51. 

Additional  assessments  of  income  and  excess  profits  taxes  for 
prior  years  which  are  less  than  5  per  cent  of  the  original  assessment 
or  less  than  $5,000  are  to  be  considered  as  paid  from  current  earnings, 
but  if  large  and  important  they  are  to  be  considered  a  liability  of  we 
taxable  year  in  question,  and  necessary  adjustments  of  the  surplus 
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account  must  be  made.  In  such  cases,  the  phrase  ^^  due  and  payable '' 
in  article  845,  Regulations  45,  means  the  due  date  for  taxes  of  the 
taxable  year  and  not  the  date  fixed  for  the  payment  of  the  additional 
assessment. 

(See  20-19-506;  sec.  214,  art.  167.)    Reduction  of  invested  capital 
taken  as  of  the  date  when  tax  became  due  and  payable. 


Section  326,  Article  846(a):  SurpluB  and  VndiTided  23-19-^53. 

Proflti;  Kesenre  for  1918  Income  and  Exoeu  Proflta  T.D.2931. 

Taxes  of  Corporations  Having  a  Fiscal  Tear. 

The  final  edition  of  Regulations  45  is  amended  by  inserting  imme- 
diately after  article  845  a  paragraph  to  be  known  as  article  845(a), 
as  follows: 

Abt.  845(a).  Surplus  and  undivided  profits;  reserve  for  1918  income  an4  ex- 
cess profits  taxes  of  corporations  having  a  fiscal  year. — In  the  case  of  corpora- 
tions having  a  fiscal  year,  the  Federal  inconie  and  profits  taxes  for  the  taxable 
year  1918  i&all,  for  the  purpose  of  computing  invested  capital  for  the  taxable 
year  1919,  be  deemed  to  become  due  and  payable  as  follows :  (a)  As  to  such 
amounts  as  became  doe  and  payable  prior  to  February  25,  1919,  under  the  pro- 
visions of  section  14(a),  Revenue  Act  of  1916,  such  law  shall  govern;  (&)  in 
all  other  respects  the  provisions  of  section  250  of  the  Revenue  Act  of  1918  shall 
govern  except  that  the  installments  which  would  become  due  prior  to  February 
25,  1919,  shall  be  deemed  to  become  due  and  payable  on  that  date;  (c)  any 
amounts  which  became  due  and  payable  under  said  section  14(a)  prior  to  Feb- 
ruary 25  shall,  so  far  as  possible,  be  deemed  to  cancel  the  earlier  installments 
payable  under  said  section  250.  For  example,  a  corporation  whose  fiscal  year 
ended  August  31,  1918,  is  assessed  a  total  Income  and  profits  tax  under  the 
1917  law  of  $250,000  and  an  additional  tax  under  the  1918  law  of  $110,000. 
The  total  tax  of  $360,000  would  for  the  puriK>se  of  computing  Invested  capital  be 
deemed  to  become  due  and  payable  as  follows:  February  15,  1919,  $250,000; 
May  15,  1919,  $20,000 ;  August  15,  1919,  $90,000.  If,  assuming  the  same  taxes, 
the  fiscal  year  ended  September  30,  1918,  the  total  tax  would  fbr  the  purpose 
of  computing  invested  capital  be  deemed  to  become  due  and  payable  as  follows : 
February  25,  1919,  $90,000 ;  March  15,  1919,  $90.000 ;  June  16,  1919,  $90,000 ; 
September  15,  1919,  $90,000.  The  provisions  of  this  article  apply  solely  for  the 
purpose  of  computing  invested  capital  and  do  not  affect  the  provisions  of  T.  D. 
2797  in  regard  to  the  time  and  manner  of  paying  taxes  where  corporations  have 
filed  returns  for  fiscal  years  ending  in  1918. 


Seotion  326,  Artiole  846:  Surplus  and  Vndmded  Profits;  3'19'200. 

Insurance  on  OAeers.  O.  D.  132. 

Only  the  cash  surrender  value  of  policies  of  insurance  attribu- 
table to  premiums  paid  in  prior  years  which  have  not  been  deducted 
as  an  expense  can  ba  included  in  surplus. 


7-19-309. 
O.  D.  179. 

The  cash  surrender  value  of  a  life  insurance  policy  which,  under 
article  846  of  Iteg:ulation3  46,  constitutes  surplus  as  at  the  be- 
g:inning  of  the  taxable  year  for  invested  capital  purposes  retains 
its  character  as  surplus^!  even  though  the  policy  constituting  the 
admissible  asset  upon  the  basis  of  which  the  surplus  was  determined 
is  terminated  and  paid. 
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28-1^564. 
Section  826,  Article  861 :  Intangible  Property  Paid  In.         T.  B.  M.  81. 

The  fact  that  a  corporation  issues  stock  as  a  bonus  to  its  three 

Erincipal  officers  to  secure  their  services  and  participation  in  the 
usiness  is  not  ipso  facto  sufficient  evidence  of  tne  existence  of  good 
will  for  which  values  can  be  recognized  in  connection  with  the  com- 
putation of  invested  capital. 

Such  three  principal  officers  were  the  principal  stockholders  and 
were  active  salesmen  and  the  only  salesmen  employed  directly  by  the 
corporation.  Each  was  allotted  certain  exclusive  territory  in  which 
he  mijgfat  employ  subagents ;  all  sales  made  by  or  through  these  three 
principal  salesmen  constituted  the  basis  on  which  their  commissions 
or  bonuses  were  calculated.  There  were  certain  other  sales  made  di- 
rectly bv  the  honse  which  were  not  subject  to  any  bonus  or  commis- 
sion deauction.  The  business  of  the  corporation  appeared  to  be  de- 
pendent almost  solely  upon  the  personal  efforts  of  these  three  prin- 
cipal officers  and  stockholders.  The  rates  of  commission  and  the 
salaries  for  their  services  were  properly  voted. 

In  this  case  it  was  deemed  that  commission  and  salarv  aggregating 
50  per  cent  of  the  cross  margin  on  the  business  developed  by  ea(£ 
was  not  unreasonable.    (Also  sec.  214,  art.  106.) 


O.  D.  348. 
Invested  capital  on  account  of  intangibles  bona  fide  paid  in  for 
stock  or  shares  is  limited  to  25  per  cent  of  stock  with  par  value  plus 
26  per  cent  of  the  amount  fixed  in  articles  authorizing  no  par  value 
stock  as  the  capital  with  which  the  corporation  may  do  business.  If 
the  laws  of  any  State  authorize- issuance  of  true  no  par  value  stock 
with  no  amount  of  fixed  capital  such  no  par  value  stock  may  be  taken 
into  consideration  in  measuring  the  value  of  intangibles,  at  the  fair 
market  value  as  of  the  date  or  dates  of  issue  of  such  stock  or  shares. 


1-20-666. 
A.  R.  R.  9. 

A  and  B,  who  own  most  of  the  stock  of  a  company,  invented  cer- 
tain machinery  for  which  patents  were  issued  to  them.  Tlie  com- 
pany paid  the  cost  of  the  patents  and  used  them  as  though  it  owned 
them,  without  compensation  to  the  inventors.  In  1916  the  patents 
were  put  upon  Uie  books  of  the  company  at  a  certain  value  and  a 
stock  dividend  declared.  Even  assuming  that  the  patents  were  not 
formally  aligned  to  the  compa^ny  until  1916,  the  committee  is  clearly 
of  the  opinion  that  the  patents  were  not  specifically  paid  for  by  the 
i^'suance  of  stock,  nor  oy  any  payment  of  cash.  It  is  concluded, 
therefor,  that  the  value  at  which  the  patents  were  placed  upon  the 
books  of  the  company  may  not  be  included  in  its  invested  capital 
for  war-profits  and  excess-profits  tax  purposes. 
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Section  326,  Article  852 :  Percentage  of  Liadmissible  1-19-125. 

Asaets.  O.  D.  86. 

Since  the  income  derived  from  Porto  Bico  bonds  is  not  subject 
to  tax,  the  bonds  are  inadmissible  assets,  and  can  not  therefore  be 
included  in  invested  capital. 


Section  326,  Article  865 :  Invested  Capital  for  Full  Tear  or 
Less. 

(See  15-19-449;  sec.  233,  art.  541.)    Invested  capital  of  telephone 
companies  for  taxable  year  when  operated  under  Government  control 


Section  326,  Article  867 :  Method  of  Determining  Avail-  1-19-121 

able  Net  Income.  O.  D.  85. 

The  entire  amount  of  Federal  income,  war  profits,  and  excess 
profits  taxes  accrued  for  the  taxable  year  remains  a  part  of  invested 
capital  for  the  succeeding  year  (since  it  is  not  deductible  from  gross 
income  in  returns)  until  the  taxes  become  due  in  the  succeeding  year. 
Accrual  of  taxes  lor  the  taxable  year  does  not  affect  invested  capital 
for  the  taxable  year,  except  to  the  extent  that  the  accrual  of  such 
taxes  will  cause  dividend  payments  to  draw  on  surplus  as  at  tha 
beginning  of  the  year. 

18-19-491. 
T.  B.  R.  54. 
A  fairly  accurate  informal  approximation  of  monthly  earnings, 
made  for  the  use  of  the  officers  of  a  corporation  which  did  not 
close  its  books  each  month  is  insufficient  to  overthrow  the  general 
presumption  in  favor  of  the  average  or  prorating  method  of  ascer- 
taining whether  at  the  time  of  any  payment  made  during  the  taxable 
year  there  is  sufficient  income  of  the  taxable  year  available  for  such 
pnjment. 


26-19-698. 
Section  326,  Article  868 :  Effect  of  Ordinary  Dividend.  0.  942. 

The  exchange  of  15  shares  of  common  stock  for  one  of  pre- 
ferred stock  whereby  the  capital  stock  is  reduced  is  a  capital  transac- 
tion and  does  not  result  in  net  income  or  earned  surplus.  Whether 
such  a  transaction  gives  rise  to  a  paid-in  surplus  not  decided. 

An  amount  taken  from  capital  or  paid-in  surplus  to  meet  dividend 
requirements  is  deemed  a  liquidation  of  capital  to  that  extent  and 
necessitates  a  reduction  in  the  invested  capital.  The  sum  so  reoeiv^ 
by  a  stockholder  is  to  be  regarded  as  a  return  of  capital  so  far  as  it 
does  not  exceed  the  cost  of  the  stock  to  him,  or  if  acquired  prior  to 
March  1,  1913,  its  fair  market  value  on  that  date,  any  excess  being 
payable  as  a  gain  or  profit.  In  case  of  subsequent  pajonents  from 
capital  or  liquidation  payments  upon  dissolution,  all  prior  distribu- 
tions from  capital  should  be  considered  in  determining  whether  there 
has  been  a  gain  over  the  cost  of  the  stock  or  its  fair  market  value  as 
of  March  1, 1913. 
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Section  326^  Article  859 :  Effect  of  Stock  Diyidend. 

(See  1-19-7;  sec.  201,  art.  1546.)     Effect  of  stock  dividends  on 
invested  capital. 

Section  326,  Article  867:  Affiliated  Corporations:  Stock  20-19-518. 

of  Subsidiary  Acquired  for  Cash.  T.  D.  2901. 

Paragraph  F  of  T.  D,  2662,  which  reads  as  follows : 

Assets  of  affiliated  or  subsidiary  corporations  which  have  to  be  adjusted  to 
meet  the  statutory  limitations  prescribed  by  section  207  shall  be  valued  as  of 
conditions  existing  at  the  dates  when  such  assets  were  acquired  by  the  respec- 
tive affiliated  or  subsidiary  corporations  and  not  as  of  the  date  when  the  stock 
in  such  affiliated  or  subsidiary  corporations  was  acquired  by  the  parent  or 
controlling  corporation — 

is  hereby  amended  to  read  as  follows : 

"When  aU,  or  substantially  all,  of  the  stock  of  a  subsidiary  corporation  was 
acquired  for  cash,  the  cash  so  paid  shall  be  the  basis  to  be  used  in  determining 
the  value  of  the  property  acquired.  Where  stock  of  a  subsidiary  company  was 
acquired  with  the  stock  of  the  parent  company,  the  amount  to  be  Included  In 
the  consolidated  invested  capital  in  respect  of  the  company  acquired  shall  be 
computed  In  the  same  manner  as  if  the  net  tangible  assets  and  the  intangible 
aasets  had  been  acquired  Instead  of  the  stock.  If  in  accordance  with  such 
acquisition  a  paid-in  surplus  is  claimed,  such,  claim  shall  be  subject  to  the  pro- 
visions of  articles  55  and  63  of  Regulations  41. 


SECTION  327--SPECIAL  CASES. 

1-19-119. 
Section  327,  Article  901 :  Treatment  of  Special  Cases.  T.  B.  M.  7. 

The  same  principle  stated  in  the  Revenue  Act  of  1918  that  assess- 
ment will  not  be  made  as  a  special  case  under  section  328,  when 
the  tax  is  high  "  merely  because  the  corporation  earned  within  the 
taxable  year  a  high  rate  of  profit  upon  a  normal  invested  capital " 
is  applicable  to  the  Revenue  Act  of  1917  in  cases  in  which  applica- 
tion is  made  for  assessment  under  section  210  of  that  act. 


14-19-441. 
T.  B.  M.  68. 

The  mere  fact  that  a  corporation  with  a  small  invested  capital 
has  a  large  taxable  income  on  account  of  excessive  profits  made  dur- 
ing the  war  period  will  not  permit  it  to  be  assessed  under  section  210 
of  the  1917  Kevenue  Act  nor  section  327  of  the  1918  Revenue  Act, 
unless  it  can  be  clearly  shown  that  there  exists  a  serious  dispropor- 
tion or  abnormality  with  respect  to  its  invested  capital  and  taxable 
income,  and  is  within  the  class  of  exceptional  cases  enumerated  in 
the  Regulations. 

15-19^53. 
T.  B.  M.  53. 

A  taxpayer  who  has  liquidated  all  or  part  of  his  business  in  a 
particular  vear  is  not  entitled  to  assessment  under  section  210,  Reve- 
nue Act  of  1917,  unless  such  liquidation  results  in  throwing  into  a 
single  year  profits  so  abnormally  high  as  to  result  in  a  tax  which 
compared  with  the  taxes  imposed  upon  representative  business  con- 
cerns in  the  same  line  of  business,  is  seriously  disproportionate  and 
productive  of  exceptional  hardship. 
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Section  326,  Article  862 :  Percentage  of  InadmisBible  l-19-12o. 

Assets.  O.  D.  86. 

Since  the  income  derived  from  Porto  Rico  bonds  is  not  subject 
to  tax,  the  bonds  are  inadmissible  assets,  and  can  not  therefore  be 
included  in  invested  capital. 


Section  326,  Article  866 :  Invested  Capital  for  Full  Year  or 
Less. 

(See  15-19-449;  sec.  233,  art.  541.)    Invested  capital  of  telephone 
companies  for  taxable  year  when  operated  under  Government  control 


Section  326,  Article  867 :  Method  of  Determining;  Avail-  1-19-124. 

able  Net  Income.  O.  D.  85. 

The  entire  amount  of  Federal  income,  war  profits,  and  excess 
profits  taxes  accrued  for  the  taxable  year  remains  a  part  of  invested 
capital  for  the  succeeding  year  (since  it  is  not  deductible  from  gross 
income  in  returns)  until  the  taxes  become  due  in  the  succeeding  year. 
Accrual  of  taxes  lor  the  taxable  year  does  not  aflFect  invested  capital 
for  the  taxable  year,  except  to  the  extent  that  the  accrual  of  such 
taxes  will  cause  dividend  payments  to  draw  on  surplus  as  at  tha 
beginning  of  the  year. 

18-19-491. 
T.  B.  E.  54. 
A  fairly  accurate  informal  approximation  of  monthly  earnings, 
made  for  the  use  of  the  officers  of  a  corporation  which  did  not 
close  its  books  each  month  is  insufficient  to  overthrow  the  ^neral 
presumption  in  favor  of  the  average  or  prorating  method  oi  ascer- 
taining whether  at  the  time  of  any  payment  made  during  the  taxable 
year  there  is  sufficient  income  of  the  taxable  year  available  for  such 
payment. 

26-19-698. 
Section  326,  Article  858 :  Effect  of  Ordinary  Dividend.  O.  942. 

The  exchange  of  15  shares  of  common  stock  for  one  of  pre- 
ferred stock  whereby  the  capital  stock  is  reduced  is  a  capital  transac- 
tion and  does  not  result  in  net  income  or  earned  surplus.  Whether 
such  a  transaction  gives  rise  to  a  paid-in  surplus  not  decided. 

An  amount  taken  from  capital  or  paid-in  surplus  to  meet  dividend 
requirements  is  deemed  a  liquidation  of  capital  to  that  extent  and 
necessitates  a  reduction  in  the  invested  capital.  The  sum  so  received 
by  a  stockholder  is  to  be  regarded  as  a  return  of  capital  so  far  as  it 
does  not  exceed  the  cost  of  the  stock  to  him,  or  if  acquired  prior  to 
March  1,  1913,  its  fair  market  value  on  that  date,  any  excess  being 
payable  as  a  gain  or  profit.  In  case  of  subsequent  payments  from 
capital  or  liquidation  payments  upon  dissolution,  all  prior  distribu- 
tions from  capital  should  be  considered  in  determining  whether  there 
has  been  a  gam  over  the  cost  of  the  stock  or  its  fair  market  value  as 
of  March  1, 1913. 
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Seotion  326,  Article  859 :  Effect  of  Stock  Dividend. 

(See  1-19-7;  sec.  201,  art.  1545.)     Effect  of  stock  dividends  on 
invested  capital. 

Section  326,  Article  867:  Affiliated  Corporations:  Stock  20-19-518. 

of  Subsidiary  Acquired  for  Cash.  T.  D.  2901. 

Paragraph  F  of  T.  D.  2662,  which  reads  as  follows : 

Assets  of  affiliated  or  subsidiary  corporations  which  have  to  be  adjusted  to 
meet  the  statutory  limitations  prescribed  by  section  207  shall  be  valued  as  of 
conditions  existing  at  the  dates  when  such  assets  were  acquired  by  the  respec- 
tive affiliated  or  subsidiary  corporations  and  not  as  of  the  date  when  the  stock 
in  such  affiliated  or  subsidiary  corporations  was  acquired  by  the  parent  or 
controlling  corporation — 

is  hereby  amended  to  read  as  follows : 

When  all,  or  substantially  all,  of  the  stock  of  a  subsidiary  corporation  was 
acquired  for  cash,  the  cash  so  paid  shall  be  the  basis  to  be  used  in  determining 
the  value  of  the  property  acquired.  Where  stock  of  a  subsidiary  company  was 
acquired  with  the  stock  of  the  parent  company,  the  amount  to  be  included  in 
the  consolidated  Invested  capital  in  respect  of  the  company  acquired  shall  be 
computed  in  the  same  manner  as  if  the  net  tangible  assets  and  the  intangible 
assets  had  been  acquired  Instead  of  the  stock.  If  in  accordance  with  such 
acquisition  a  paid-in  surplus  is  claimed,  such  claim  shall  be  subject  to  the  pro- 
visions of  articles  55  and  63  of  Regulations  41. 


SECTION  327— SPECIAL  CASES. 

1-19-119. 

Section  327,  Article  901 :  Treatment  of  Special  Cases.  T.  B.  M.  7. 

The  same  principle  stated  in  the  Revenue  Act  of  1918  that  assess- 
ment will  not  be  made  as  a  special  case  under  section  328,  when 
the  tax  is  high  "  merely  because  the  corporation  earned  within  the 
taxable  year  a  high  rate  of  profit  upon  a  normal  invested  capital " 
is  applicable  to  the  Revenue  Act  of  1917  in  cases  in  which  applica- 
tion is  made  for  assessment  under  section  210  of  that  act. 


14-19-441. 
T.  B.  M.  68. 

The  mere  fact  that  a  corporation  with  a  small  invested  capital 
has  a  large  taxable  income  on  account  of  excessive  profits  made  dur- 
ing the  war  period  will  not  permit  it  to  be  assessed  under  section  210 
of  the  1917  Kevenue  Act  nor  section  327  of  the  1918  Revenue  Act, 
unless  it  can  be  clearly  shown  that  there  exists  a  serious  dispropor- 
tion or  abnormality  with  respect  to  its  invested  capital  and  taxable 
income,  and  is  within  the  class  of  exceptional  cases  enumerated  in 
the  Regulations. 

15-19-453. 
T.  B.  M.  53. 

A  taxpayer  who  has  liquidated  all  or  part  of  his  business  in  a 
particular  vear  is  not  entitled  to  assessment  under  section  210,  Reve- 
nue Act  of  1917,  unless  such  liquidation  results  in  throwing  into  a 
single  year  profits  so  abnormally  high  as  to  result  in  a  tax  which 
compared  with  tibe  taxes  imposed  upon  representative  business  con- 
cerns in  the  same  line  of  business,  is  seriously  disproportionate  and 
productive  of  exceptional  hardship. 
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15-1»454. 
T.  B.  M.  60. 

The  limitation  of  the  tax  under  the  Beyenne  Act  of  1918  on 
profits  derived  from  the  sale  of  a  discovered  mine  can  not  be  applied 
to  the  assessment  of  1917  taxes,  nor  can  such  limitation  or  any  modi- 
fication thereof  be  used  as  a  basis  for  an  assessment  under  section 
210  of  the  Revenue  Act  of  1917.  A  case  in  which  income  as  com- 
pared with  invested  capital  has  been  abnormally  increased  by  the 
sale  of  all  capital  assets,  may  be  considered  under  section  210,  Reve- 
nue Act  of  1917. 


(See  19-19-492 ;  sec.  200,  art.  1526.)  Assessment  of  a  business  the 
volume  of  which  is  derivea  practically  from  the  individual  efforts  of 
the  stockholders. 


(See  2-20-679;  seo.  826,  art  841.)  Application  of  8Bcti<m  327, 
Bevenue  Act  of  1918,  in  cases  where  good  will  has  been  built  up  by 
the  expenditure  of  large  sums  in  advertising. 


8-20-722. 
A.  B.  B.  19. 


RULING  UNDER  ACT  OF  OOTOBRR  8,  191T. 


A  partnership  encased  in  the  produce  commisaon  business,  which 
enjoyed  a  "  substantial  credit "  in  addition  to  capital  invested  by  the 
partners  and  derived  approximately  half  of  its  mcome  from  buying 
produce  outright  and  selling  same  for  its  own  account,  was  properly 
assessed  under  section  210  of  the  act  of  October  8, 1917,  and  was  not 
entitled  to  consideration  under  section  209  of  that  act. 


SECTION  328— COMPUTATION  OF  TAX  IN  SPECIAL  CASEa 

Section  828,  Article  811 :  Computation  of  Tax  in  Speoial  Oaiei. 

(See  5-20-728;  sec.  887,  art.  97L)  Application  of  the  urovisiona 
of  this  section  in  case  of  a  corporation  which  is  also  entiitled  to  the 
benefit  of  the  provisions  of  section  887. 


Section  828,  Article  912 :  Determination  of  First  Install-  1-19-136. 

ment  of  Tax  in  Speoial  Cases.  0.  D.  94. 

Computation  of  tax  on  the  basis  of  50  per  cent  of  the  net 
income  under  section  828,  Bevenue  Act  of  1918,  relates  only  to  war 
excess  profits  tax.  It  is  not  permissible  to  file  bond  in  Uea  of  cash 
payments  of  tax  determined  on  50  per  cent  basis  pending  final  de- 
termination of  tax  due. 
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6-19-285. 
T.  B.  M.  30. 

Constructive  inyested  capital  determined  tokkr  section  210, 
Bevenue  Act  of  1917,  in  case  of  a  retom  for  a  fiscal  year  ended  in 
1918,  may  not  be  used  in  determining  the  total  tax  liability  on  the 
basis  of  the  supplemental  r^um  for  the  same  fiscal  year  in  accord- 
ance with  the  Revenue  Act  of  1918.    (Also  sec.  886,  art.  952.) 


Section  SS8,  Article  91S :  Setmnination  of  Fint  Install-  6-20-785. 

ment  of  Tax  in  the  Case  of  Foreign  Corporation.  O.  D.  402. 

The  installments  of  the  tax  for  1919  of  a  foreign  corporation  shall 
be  determined  upon  the  basis  of  an  excess  proms  tax  computed  by 
using  its  invested  capital  for  the  taxable  year  1917  properly  adjusted 
by  reason  of  subsequent  changes.  Because  of  the  provisions  of  sec- 
tion 802  this  tax  can  in  no  case  be  more  than  20  per  cent  of  the 
amount  of  the  net  income  in  excess  of  $3,000  and  not  in  excess  of 
$20,000,  plus  40  per  cent  of  the  amount  of  net  income  in  excess  of 
$20,000.  Final  determination  of  the  tax  will  be  made  acccnrding  to 
the  provisions  of  sections  827  and  828. 


Section  328,  Article  914 :  Payment  of  Tax  in  Special  26-19-599. 

Cases.  O.  D.  321. 

The  provisions  of  section  327  (d)  of  the  Revenue  Act  of  1918 
will  not  debar  a  corporation,  deriving  income  frcun  Government  con- 
tracts on  the  ^^per  unit"  basis,  from  filing  a  claim  for  assessment 
under  the  provisions  of  section  328.  If  the  claim  is  filed  prior  to 
the  due  date  of  the  fourth  installment  of  tax  and  the  three  install- 
ments already  paid  are  equal  to  the  sum  of  the  normal  tax  plus  a  war 
profits  and  excess  profits  tax  equal  to  50  per  cent  of  the  net  income 
of  the  corporation,  it  will  not  be  necessary  to  pay  Uie  fourth  install- 
ment, but  the  additional  payments  of  tax,  if  anv,  with  interest,  may 
be  made  when  the  claim  for  readjustment  of  the  tax  is  finally  dis- 
posed of.  The  corporation  should  file  a  claim  for  abatement  of  any 
taxes  assessed  in  excess  of  the  tax  computed.  (Also  sec.  250,  art. 
1001.) 

81-19-655. 
O. D.  356. 
In  cases  where  application  has  been  made  at  the  time  of  filing  the 
return  for  assessment  of  war  profits  and  excess-profits  tax  in  accord- 
ance with  section  828,  Revenue  Act  of  1918,  and  the  installments  of 
tax  determined  and  assessment  made  on  the  basis  of  50  per  cent  of 
the  net  income  for  the  taxable  year,  no  abatement  claim  is  required 
to  cover  the  difference  between  the  tax  so  computed  and  the  tax 
computed  without  the  benefit  of  section  328.  If  the  tax  has  been 
computed  and  assessment  made  without  reference  to  section  328,  and 
application  is  made  aubaeguerUly  for  assessment  of  the  tax  in  accord- 
ance with  section  828,  payment  of  the  entire  tax  as  originally  com- 
puted will  be  required  unless  a  claim  is  filed  for  the  abatement  of  the 
amount  assessed  in  excess  of  50  per  cent  of  the  net  income. 
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SECTION  330— REORGANIZATIONS. 

Section  330,  Article  982 :  Net  Income  and  Invested  Capi-  1-19-137. 

tal  of  Predecessor  Partnership  or  Individual.     .  T.  B.  R.  2. 

In  the  case  of  a  reorganization,  the  new  corporation  is  required 
to  base  its  invested  capital  on  the  adjusted  balance  sheet  of  its 
predecessor  as  of  the  date  of  reorganization.  Appreciation  in  the 
value  of  the  assets  so  transferred  from  the  old  organization  to  the 
new  can  not  be  included  in  the  invested  capital  of  the  new  corpora- 
tion. The  statute,  however,  does  not  prohibit  the  treatment  of  the 
date  of  reorganization  as  the  beginning  of  a  new  taxable  year.  Con- 
sequently, it  does  not  require  the  exclusion  from  the  invested  capital 
of  the  new  corporation  of  surplus  and  undivided  profits  earned  be- 
tween the  beginning  of  the  then  taxable  year  of  the  predecessor  cor- 
poration and  the  beginning  of  tlie  taxable  year  of  the  new  corpora- 
tion. 


Section  330,  Article  933 :  Election  to  be  Taxed  as  Corpo-  1-19-188. 

ration.  O.  D.  95. 

Partnership  net  income  as  contemplated  in  section  330,  para- 
graph 3,  Revenue  Act  of  1918,  means  the  net  income  after  deducting 
salaries  of  partners. 


6-19-286. 
T.  B.  R.  27. 

A  partnership,  upon  becoming  a  corporation  in  accordance  with 
the  provisions  of  the  law,  and  owning  99  per  cent  of  the  capital 
stocK  of  three  other  corporations,  should  file  a  consolidated  return. 
(Also  sec.  240,  art  632.) 


(See  11-19-373;  sec.  213(b),  art.  79.)  Status  of  corporation  on 
succeeding  partnership  in  regard  to  Liberty  loan  bonds  and  Victory 
loan  notes  originally  subscribed  for  by  the  partnership. 


11-19-393. 
O.D.  228. 

A  partnership  whose  net  income  for  the  taxable  year  1918  was 
more  than  20  per  cent  of  its  invested  capital  may  elect  to  be  taxed 
as  a  corporation  from  January  1, 1918,  only  in  case  of  its  reorganiza- 
tion as  a  corporation  before  July  1,  1919.  There  is  no  authority 
vested  in  the  Treasury  Department  to  extend  the  time  within  which 
to  effect  the  reorganization. 


SECTION  331— VALUATION  OF  ASSETS  UPON  REORGANIZATION. 

Section  331,  Article  941 :  Valnation  of  Asset  Upon  Change  of  Ownership. 

(See  10-19-365;  sec.  326,  art.  831.)  Valuation  of  assets  where 
mer^r  takes  place  prior  to  March  3,  1917,  but  formal  transfer  of 
tangible  assets  is  subsequent  to  that  date. 
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(See  11-19-389;  sec.  326,  art.  831.)  Determination  of  invested 
capital  when  property  purchased  at  receiver's  sale  is  purchased  by 
creditor  and  transferred  to  new  corporation. 


3-20-697. 
A.  B.R.  16, 

Mere  change  of  domicile  without  change  as  to  capital  and  surplus 
held  not  to  aflFect  the  invested  capital,  which  remains  the  same  for 
the  new  company  as  for  the  old. 

The  Committee  is  of  the  opinion  that  it  is  not  necessary  to  make 
any  radical  departure  from  the  "distinct  entity"  theory  which  has 
been  the  guide  of  the  bureau  in  the  past,  but  feels  that  where  there 
is  merely  a  transfer  of  domicile  through  the  surrender  of  the  charter 
issued  in  one  State  and  the  taking  out  of  a  new  charter  in  another 
State,  without  any  change  in  the  business  or  amount  of  the  capital 
and  surplus  of  the  corporation,  that  the  new  company  is  entitled  to 
the  same  invested  capital  as  the  old.    (Also  sec.  239,  art.  621.) 


SECTION  335— FISCAL  YEARS  ENDING  IN  1918  OR  1919. 

7—19—310 
Section  335.  O.  D.  18o! 

£xcess  profits  tax  paid  by  partnership  with  respect  to  income 
received  during  1918  can  not  be  applied  as  credit  to  tax  due  from 
individual  members  for  taxable  vear  1918.  In  such  cases  claim  for 
refund  on  Form  46  should  be  filed  by  the  partnership.  (Also  sec. 
252,  art.  1036.) 


Section  335,  Article  951 :  Fiscal  Year  with  Different  8-20-760. 

Bates.  A.  R.  R.  26. 

RUUNG  UNDER  REVENUE  ACT  OF  1917. 

A  partnership  closed  its  books  consistently  as  at  a  date  other  than 
the  last  day  of  a  month.  In  1917,  it  was  dissolved.  In  determining 
its  excess  profits  tax  liability  for  the  portion  of  its  fiscal  year  falling 
within  1917,  it  is  entitled  to  apportion  its  income  between  1916  and 
1917  on  a  prorata  basis. 

The  Committee  is  of  the  opinion  that  the  subsequent  provision  in 
the  regulations  under  the  act  of  October  3,  1917,  providing  that  the 
fiscal  year  of  a  partnership  should  end  on  the  last  day  of  a  month,  is 
not  to  be  regarded  as  eflFective  against  a  fiscal  year  ending  on  some 
day  other  than  the  close  of  a  month  in  1917  pnor  to  the  passage  of 
the  law  and  the  promulgation  of  the  regulations.  (Also  sec.  218, 
ai-t.  321.) 

Section  335,  Article  952:  Fiscal  Year  of  Corporation  Ending  in  IMS. 

(See  6-19-285;  sec.  328,  art.  912.)  Application  of  section  210  of 
the  Revenue  Act  of  1917  and  sections  327  and  328  of  the  Revenue 
Act  of  1918  to  fiscal  year  returns. 
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SECTION  337— SALE  OF  MINERAL  DEPOSITS. 

5-20-723. 
Section  337,  Article  971 :  Tax  on  Sale  of  Mineral  Deposits.  '       O.  D.  395. 

The  fact  that  a  company  is  entitled  to  the  benefit  of  section  337 
will  not  disqualify  it  for  special  treatment  under  section  328,  neither 
can  the  fact  that  it  is  entitled  to  the  benefit  of  section  337  be  used  as 
a  basis  for  claiming  special  treatment  under  section  328.  If  a  cor- 
poration falls  within  the  class  specified  in  section  327,  the  tax  will  be 
determined  under  the  provisions  of  section  328.  The  effect  of  section 
337  is  to  limit  the  amount  of  tax  attributable  to  the  profit  made  on 
the  sale  of  mines,  oil  and  gas  wells  discovered  by  the  taxpayer  and 
can  only  be  applied  after  the  tax  computed  on  such  profit  has  been 
computed  witnout  tlie  benefit  of  this  section.  (Also  sec.  328,  art. 
911.) 


SECTION  130d—AUTHORITY  FOR  REGULATIONS. 

15-19-455. 
M.  2228. 

(1)  Tlie  Eevenue  Act  of  1918  departs  widely  at  many  points  from 
prior  law  or  practice  and  has  given  rise  to  new  questions  of  such 
importance,  complexity,  and  number  that  resources  of  the  bureau  are 
no  more  than  adequate  to  advise  taxpayers  promptly  of  their  present 
liabilities  arising  out  of  past  transactions. 

It  wiU  theref(M*e  be  the  policy  of  the  bureau  not  to  answer  any 
inquiry  except  under  the  following  circumstances: 

(a)  The  transaction  must  be  completed  and  not  merely  proposed 
or  planned, 

(b)  The  complete  facts  relating  to  the  transaction,  together  with 
abstracts  from  contracts,  or  other  documents  necessary  to  present  tlie 
complete  facts  must  be  given. 

(c)  The  names  of  all  the  real  parties  interested  (not  "dummies" 
used  in  the  transaction)  must  be  stated  regardless  of  who  presents 
the  question,  whether  attorney,  accountant,  tax  service,  or  other 
representative. 


SECTION  1314— MEDIUM  OF  PAYMENT  OF  TAX. 

Section  1314,  Articles  1731-1732:  Payment  of  Tax  by  7-2&-748. 

Certificatet  of  Indebtedness.  T.  D.  2973. 

Collectors  of  internal  revenue  are  authorized  and  directed  to  re- 
ceive at  par  United  States  Treasury  certificates  of  indebtedness  of 
Series  T  8,  dated  July  15, 1919,  Series  T  9,  dated  September  15, 1919, 
Series  T  M  3-1920,  dated  December  1,  1919,  and  Series  T  M  4-1920, 
dated  February  2,  1920,  all  maturing  March  15, 1920,  in  payment  of 
income  and  profits  taxes  payable  on  March  15,  1920.  Collectors  are 
authorized  and  directed  to  receive  at  par  Treasury  certificates  of  in- 
debtedness of  Series  T  J  1920,  dated  December  15,  1919,  maturing 
June  15,  1920,  in  payment  of  income  and  profits  taxes  payable  on 
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June  15,  1920 ;  Treasury  certificates  of  inddbtedness  of  Series  T  10, 
dated  September  15, 1919,  maturing  September  15, 1920,  in  payment 
of  inocxne  and  profits  taxes  payable  on  September  15,  1920;  and 
Treasury  certificates  of  indebtedness  of  Series  T  D  1920,  dated  Jan- 
uary 2,  1920,  maturing  December  15,  1920,  in  payment  of  income 
and  profits  taxes  payable  on  December  15,  1920.  (JoUectors  are  fur- 
ther authorized  and  directed  to  receive  at  par,  in  payment  of  income 
and  profits  taxes  payable  at  the  maturity  of  the  certificates,  respec- 
tively. Treasury  certificates  of  indebtedness  of  any  series  maturing  on 
March  15,  June  15,  September  15,  or  December  15, 1920,  respectively, 
and  expressed  to  be  acceptable  in  payment  of  incwne  and  profits 
taxes.  Collectors  are  liot  authorized  hereunder  to  receive  in  pay- 
ment of  income  or  profits  taxes  any  Treasury  certificates  of  indebted- 
ness not  expressed  to  be  acceptable  in  payment  of  income  and  profits 
taxes,  or  maturing  on  a  date  other  than  the  date  on  which  the  taxes 
are  payable.  Collectors  are  authorized  to  receive  Treasury  certifi- 
cates of  indebtedness  which  are  acceptable  fts  above  provided  in  pay- 
ment of  income  and  profits  taxes,  in  advance  of  the  respective  dates 
on  which  the  certificates  mature. 

This  Treasury  decision  amends  and  supplements  the  provisions  of 
articles  1731  and  1732  of  BegulaticHis  45  (revised)  and  supersedes 
Treasury  Decisions  2907  and  2918, 


SECTION  1S20— DEPOSIT  OF  UNFTED  STATES  BONDS  AS  SECURITY. 

8-19-336. 
Section  1320.  O.  D.  193. 

Where  Liberty  bonds  are  deposited  as  collateral,  as  provided 
when  a  claim  for  abatement  for  a  loss  in  inventory  is  filed  (see  sec. 
214 (a),  12,  and  sec.  234(a),  14),  coupons  representing  one  year's 
interest  may  be  detached  from  the  bonds  prior  to  depositing  them 
as  collateral  on  Form  1124. 


(See  21-19-525;  sec.  214,  art.  268.)    United  States  bonds  deposited 
as  security  for  claim  in  abatement. 


SECTION  1400— REPEAL  OF  FORMER  ACTS. 

Section  1400. 

( See  12-19-409 ;  sec.  250,  art.  1008.)    The  provisions  of  revenue  act 
of  1916  relating  to  three-year  limitation  are  continued  by  section 


1400. 


164  -^uieeMB  tax  Dicffisrs. 

MISCELLANEOUS. 


8-20-761. 
0.999. 


MUNITION     manufacturer's     TAX — ^TITLE    HI,     SECTION     SOI,    ACT     OF 

SEPTEMBER  8,  1916. 

Section  301,  act  of  September  8, 1916,  taxes  the  profits  received  by 
every  manufacturer  from  the  sale  or  other  disposition  of  the  articles 
therein  specified,  whether  he  has  contributed  in  whole  or  in  part  to 
their  manufacture,  provided  the  articles  were  manufactured  and  dis- 
posed of  for  the  purpose  of  being  used  as  munitions  or  as  parts  of 
the  same. 

The  words  "  any  part "  as  used  in  section  301,  act  of  September  8, 
1916,  refer  to  "any  part"  of  the  process  of  manufacturing  any  of 
the  articles  therein  specified  for  use  as  munitions. 

The  tax  provided  for  in  section  301,  act  of  September  8, 1916,  is 
only  due  wnen  the  articles  were  manufactured  and  disposed  of  for 
the  purpose  of  being  used  as  munitions  or  as  parts  thereof. 

The  tax  provided  for  by  section  301,  act  of  September  8,  1916,  is 
due  regardless  of  whether  the  manufactured  article  has  reached  the 
state  of  completion  when  disposed  of  by  the  manufacturer. 

Law  Opinions  238(a)  and  91,  and  Solicitor's  Memoranda  625 
and  45  are  overruled. 
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Casualty  company: 

Exemption 

How  construed 

Cemetery  corj>oratdon: 

Contribution  to 

Maintoiance  fund,  deduction 

Certificate  of  compliance,  where  procured 

Certificates  of  indebtedness: 

Conversion  of,  into  Victory  loan  notes — ^invested  capital 

Exemption  of,  issued  by  rlulippine  Government 

Issued  by  Director  General  of  itailroads 

Rec^vable  fear  tax 

Certified  copies,  ownership  certificates 

Charges,  deductible,  when 

Charges  to  capital  and  to  expense  in  case  of  a  mine 

Charitable  contributions 

Citizens,  departing,  evading  pa3rment  taxes 

Citizens  of  Untted  States  Possessions 

Status  of  citizen  of  United  States  possession 

Virgin  Islands 

Civilian: 

Flying  instructor,  exemption 

Member  American  Expeditionary  Forces,  income-tax  rates.. . 
Claim: 

For  loss  in  inventory,  1918 

Settled,  gain  or  loss,  for  what  year 

Claims 


Refunds 

Clergymen,  amount  received  by,  turned  over  to  religious  order. . 

Collection  of  tax  by  suit 

Commercial  school  as  personal-service  corporation 

Commission  business  also  dealing  on  its  own  account 

Ccnnmission  on  training-camp  activities,  employees  of,  taxability. 
Commissions: 

Advertising  solicitor,  taxation 

On  sale  of  stock 

Paid  by  corporation — invested  capital 

Community  Service  (Inc.)  exempt 

Compensation: 

For  previous  years  received  in  lump  sum 

Of  agent  appropriated  from  profits 

Market  value  oi  stock  of  new  corporation 

Other  than  paid  in  cash 

Personal  services 

Soldiers  and  sailors 


Ruling 
No. 


Page 
No. 


499 


720 
187 


391 

120 
667 
431 


670 

83 
202 

379 
515 
606 

132 
46 
356 
748 
473 


282 


619 

183 

41 

323 
11 


180 


736 

722 

39 

31 
391 
391 
716 

683 
738 
656 


106 

53 

108 


101 
53 
71 
69 

149 

150 

15 

149 

118 

33 

109 
119 

75 

117 
132 

148 

43 

43 

162 

137 

57 

72 

74 

135 

142 

142 

142 

50 
50 

78 
17 
79 

133 
41 

130 
12 

158 
50 

31 
149 
149 

76 

40 
29 
34 
34 
33 
50 
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Rulliic 
No. 


HOu 


Compensation — Continued . 

Spruce  division,  person  in  military  service 

State  officers 

To  tnxstees  of  liquidating  corporation 

Treatment  of,  excessive 

Comptroller  of  State,  inspection  lists  of  individuals  making  returns, 

in  office  of 

Computation  of  net  income 

Conaitional  and  other  exemptions 

Congress,  Member  of,  clerk  nire 

Consignor,  profit  on  goods  sold,  notified  subsequent  year 

Consolidated  Returns 

Domestic  corporation,  affiliated  with  foreign  corporation 

Intercompany  interest  charges 

Where  credit  taxes  paid  foreign  country  not  allowed 

Partnership  becoming  corporation  and  owning  stock,  other 

corporation 

When  corporations  are  affiliated 

Consolidated  return,  when  not  l^ally  compellable  to  pay 

tax 

Construction  **  owning  or  controlling  substantially  all  the 

stock'* 

Constructive  receipt,  donation  by  assignment,  partnership  profits 

to  be  earned 

Contingent  liability,  set  up  one  year,  deductibility  another  year. . 
Contract: 

Amount  received  in  excess  amount  agreed  on,  taxability 

Knights  of  Columbus  or  Young  Men  s  Christian  Association, 

Government  contract 

Red  Cross,  with  Government 

To  sell  real  estate 

Contractor,  operating  mine,  withholding 

Contributions,  Red  Cross  and  other  war  organizations — deductions. 

Contributions,  charitable 

Cooperative  associations 

Cooperative  store,  managed  by  university,  exemption 

Corporation  returns 

Amended,  capital  charge  erroneously  made  to  income 

Corporation  changing  domicile  through  transfer  of  charter 

Corporation  operating  after  charter  annulled 

Kentucky  corporation,  organization  not  perfected 

Property  taken  over  by  Alien  Property  Custodian 

Statement  deductions  for  contributions  on  original  return 

prior  to  T.  D.  2847 

Supplementary,  fiscal  year  ended  1918 

Return  by  receivers 

Income,  investments  by  corporation  in  liquidation 

Income  received  by  assignees  to  liquidate  corporation .  . . . 

Period  to  be  covered  by 

Where  liquidating  bank 

Returns  for  fractional  vart  of  year 

Reduction  of  credit 

Corporations: 

Additional  excise  taxes — deductibility 

Assessment  nonpersonal  service  element  negligible 

Character  of,  how  judged 

("hanging  domicile  through  transfer  of  charter 

Deduction — 

Compensation  of  officers 

Ten  per  cent  tax  undistributed  net  income 

Describeci  in  Sec.  231  (6),  exemption  trust  property 

Dissolving,  not  retaining  sufficient  funds  to  pay  taxes 


376 
685 


439 


583 
25 


616 
388 

286 


304 

465 

505 
260 

26 

468 
468 
751 
298 
438 


90 


169 
697 
677 
168 
231 

438 
100 


406 
280 
102 
170 


650 

418 
114 
328 
697 

444 

58 

511 

107 


51 
48 
50 
56 

137 

27 

106 

54 

31 

125 

125 

125 

125 

160 
125 

125 

126 

41 
57 

31 

11 
11 
41 
95 

116 
74 

110 

no 

122 
123 
161 
123 
123 
123 

116 
122 
124 
113 
124 
124 
124 
124 
124 

59 
145 
106 
161 

55 

58 

92 

130 
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GoTporationB — Continued 

Exchanging  stock  for  assets  paxtnerships,  excess  par  value 

stock — ^invested  capital 

Family  cemetery,  contributions  to,  deduction 

For  erecting  monuments  and  like  memorials 

Inosporat^  laws  one  State  taking  over  corporation  another 

invested  capital 

Increasing  stock  and  changing  name — invested  capital 

Loflsee  in  marginal  speculations 

Ox>erating  after  charter  annulled 

Payments  to  trustees,  cemetery  corporation,  proceeds  lots — 

deduction 

Purchasing  assets  defunct  corporation — borrowed  capital , 

Reoii^anized — ^invested  capital 

Rescission  of  dividends,  repayment — income 

Return,  fiscal  year  prior  to  October  3,  1917 — deduction  tax 

paid 

Salaries,  excessive  compensation — deduction 

Small  invested  capital,  large  taxable  income — assessment — 

Sec.  210,  Act  of  1917 

Succeeding  partnerships,  subscriber  Liberty  bonds  and  Victory 

notes 

Withholding  in  1918  foreign  corporations 

Deductions  allowed 

Credit  for  foreign  taxes. 

Profits  of,  taxable  to  stockholders 

Tax  on  (income  tax) 

Corporations  liable  to  tax 

Gains  on  liquidation  assets 

Pooling  interests — ^partnerships 

Trusts  as  corporations 

Cost,  average,  valuation  of  inventories  on 

Cost  which  may  be  amortized 

Council  of  National  Defense,  contributions  to,  deductibility 

Country  club,  exemption  of 

Coupons,  Liberty  bonds,  presented  to  institutions,  deductibility... 

County  siurveyor,  compensation,  taxability 

Creamery  comptmy,  cooperative,  exemption 

Credit  for  dependents 

CREorrs  FOB  Taxes  (Corporations): 

Credit  for  foreign  taxes , 

Conditions  of  allowance 

Cuban  taxes  paid  by  domestic  corporation — credit  for 

Domestic    corporation    controlling    foreign,    assessment 

against  forei^  corporation 

Imposed,  net  income  corporations 

Imposed  on  basis  dividends 

Credit  for  Taxes  (Individuals): 

Analysis  of  credit  for  taxes 

Canadian  taxes  paid  by  alien  residents  of  United  States. . . 

Foreign  income  taxes 

Sugar  tax  in  Cuba 

Taxes  paid  by  citizen  to  foreign  country  credited  to  year 

paid 

CondiitMns  of  allowance  of  credits 

Foreign  income  tax — no  individual  receipt 

CRBDrrs  Allowed 

Credits  apainst  net  income 

Dividends  from  corporations  exempt 

Dividends  from  foreign  corporations  with  income  from 

United  States 

Exemption  dividends  from  normal  tax 


Hilling 
No. 


Pago 
No. 


432 
379 
755 

390 
365 
660 
677 

515 
389 
137 
502 

754 

481 

441 

373 
159 


386 
227 
351 
457 


191 
81 

181 
45 

330 


407 
757 

388 
230 
230 


720 
593 
688 

743 

407 


612 

706 
252 


151 
75 
76 

149 
148 
117 
123 

117 

148 

160 

14 

60 
55 

157 

44 

100 

115 

121 

93 

105 

105 

112 

105 

9 

24 

70 

74 

108 

43 

48 

111 

81 

121 
101 
122 

125 
121 
121 

101 

101 

101 

59 

101 

101 

101 

81 

81 

48 

81 
81 
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Credits  Allowed — Continued. 

Credit  for  dependents 

American,  iireepective  of  nationality  or  residence  of 

dependents ! 

Credit  to  nonresident  alien  individuaU 

Becoming  citizen  or  resident  during  year. 

Personal  exemT^tion  of  head  offamxly 

Men  in  military  eendce 

Personal  exemption  ofmarriedperson 

Wife  absent  because  of  World  War 

When  nonresident  individual  entitled  to  personal  exemption 

Alien  leaving  prior  to  end  of  year 

Citizens  of  Switzerland 

Country  imposing  income  tax  but  not  on  income  therein, 
nonresident  citizen  citizen  of  United  States 

Exemption,  subjects  of  Greece 

Porto  Kioo — ^income-tax  credits 


Ruling 
No. 


Page 
Na 


220 


66 


W 


657 


Proof  of  foreign  laws  as  to  exemptioi 


Kegulations,  Article  307,  amen< 

Subjects  of  Luxemburg 

Subjects  of  Poland 

T.  V.  2922,  amending  Art.  307,  Reg.  45. 

Years  to  which  Art.  307  smplicable 

Crop  insurance,  premiums  on,  deduction 

Cuban  sugar  tax  paid  by  domestic  corporation . . 
Curren  t  earnings : 

Available  diuing  year — accrued  taxes 

Capitalization — effect  on  invested  capital. . . 


154 

648 

153 
510, 667 
675 
446 
741 
603 
642 
506 
568 
877 
688 

491 


Damages,  libel  suit,  taxability 

"Date  of  the  tax  return" — second  Liberty  loan  act,  meaning  of . . . 

Death,  partner  during  taxable  year,  returns 

Debtor  corporation,  appointing  withholding  agent 

Deductions,  Items  not  Allowed 

Personal  and  family  expenses 

Alimony,  trust  fund  in  lieu  of 

Sums  paid  to  wife  under  marriage  agreement 

Premiums  on  Imsiness  insurance 

Paid  by  partnership,  accident  and  health 

Policy  tacen  out  by  wife  on  life  of  husband 

Traveling  expenses 

Employee  going  to  and  from  employment 

Deductions  Allowed  (Corporations): 

Allowable  deductions , 

American  company  receiving  dividends  through  foreign 

holding  company  from  American  company 

Amortization  when  part  income  from  Government  con- 
tracts  , 

Cash  discount,  accounts  due  and  payable 

Compensation  personal  8er\dces 

Contributions,  Ked  Cross  and  other  war  organizations 

Corporation's  losses  in  marginal  speculations 

Crop  insurance,  premium *. 

Dividends  foreign   corporations,   income  from   United 
States 


Dividends  paid  in  Liberty  bonds  valued  below  par 

Fiscal  year  ending  in  1917  priw  to  October  8 — aednction 

of  tax 

Illinois  drainage  assessments 

Interest  on  premiums  sale  of  stodc 

Inventory  loss,  partnerships  succeeding  corporation 

Losses  in  inventory  and  from  rebates 


21 
375 
403 
359 


730 
607 


422 
65 


317 


201 

597 
Z20 
362 
438 
660 
377 

252 
469 

754 
561 
361 
471 
251 


81 

81 
82 
S2 
81 
81 
81 
81 
82 
82 
84 

82 
83 
84 
82 
84 
83 
83 
82 
83 
54 
59 

156 
16 


30 
44 
103 
95 
80 
80 
80 
80 
80 
81 
81 
80 
80 

115 

115 

117 
115 
116 
116 
117 
116 

115 

lie 

.118 
117 
115 
116 
115 
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Deductions  Allowed  (CoiiPoaATiONs) — Continued. 
Allowable  deductions — Continued. 

Machinery  erected  or  acquired  after  April  6, 1917,  amorti- 
zation  

Mazginal  trading  in  stocks — losses  by  corporation 

Payments,  trustees,  by  cemetery  company,  percentage 
{»oceeds  sale  of  lots 

Penalties  added  to  tax 

Beatfve  funds  to  redeem  preferred  stock 

Salaries  voted  subsequent  dose  taxable  year 

Taxes,  interest  on 

Taxes  paid  for  another  corporation 

Taj^  past  due,  interest  (m ^ 

Donaiiont 

Contributions,  religious,  <±aritable,  scientific,  or  educa- 
tional corporation , 

Payments  pension  fund  benefit  employees 

Pension  fund,  employees'^  organization  difitinct  from  com- 

pway 

Required  addition  to  reserve  funds  of  insurance  compames 

Casualty  eolnpanies,  how  construed 

Reserve  to  liquidate  coupons 

Sale  of  capital  stockr  bonds^  and  capital  assets 

CoiEection  books,  bond  discount  improperiy  charged  to 

frofit  and  loss 
deductions  allowed  vmty/d  insurance  companies. 


Insurance — ^mutual  fire  and  casualty  compaaies — deduc- 
tion for  premium  deposits  retained 

Tax  on  hank  stock 

Applicability  Art.  666  to  corpoiatiaiui 

Paid  for  corporate  stockholder 

Trust  companies,,  building  and  loan  associations,  and 

State  savings  banks,  Or^^n 

Deductions  Allowed — Amortiza.tion: 

Cost  wkidi  may  be  amortized 

Penalty  for  excessive  amortization. 

T.  I>.  2859,  amending  Art.  184,.  Ei^.  45 

Redetermination  of  amortization  allowance 

Claim  prior  to  three  years  after  termination  of  war 

Scope  of  provisions  for  amortization 

Effect  invested  capital,  deductioDS»  mjmitions  manufac- 
turers' tax  law ^ 

Government  contracts 

DfiDucnoNa  Allowed — Bad  Debts: 

Bad  debts 

Guarantor  pacing  interest  of  insolvent  principal. 

Nooompromise 

Deductions  Allowed — ^Business  Expenses: 

Bonuses  to  employees 

Stock  held  by  trustee  for  emplovees 

Year  deductible,  books  accrual  basis 

Business  exj>enses 

Adverufiing  and  sales  promotion  expenses,  not  necessary 

on  Government  contract 

Automobile  used  by  draft-board  member,  wear  and  tear  of. 

Canners,  perishable  food  products 

Cl^k  hire,  Member  of  Congress 

Cost  of  transportation^  ^nptoyee going  to  and  from  employ- 
ment  

Creditor  paying  premium  life-insuxance  policy  debtor 

Insolvent  principal — interest  paid  by  guarantor 

Life-insuxance  policy  as  security  for  loan 

Putner  turning  over  to  {fartnership  salary  from  city 


Hullng 
No. 


464 
660 

515 
551 
537 
534 
595 
550 
745 


229 
164 

165 


202 
96 


166 


744 


344 
302 

99 


692 

249 


646 


452 
597 


753 
564 


186 
54 


721 
673 
187 
583 


Pago 
No. 


116 
117 

117 
126 
117 
56 
127 
117 
127 
118 

118 
118 

118 
119 
119 
119 
118 

118 
119 

119 
119 
119 
119 

119 

70 
128 
70 
70 
70 
70 

152 
143 

66 

58 
66 

56 
56 
56 
53 

11 
54 
53 
54 


317 

54 

55 

53 

753 

58 

726 

55 

702 

54 

172 


INDEX. 


Deductions  Allowed — Business  Expenses — Continued. 
Btuiness  expenses — Continued.  • 

Penalties 

Premium,  crop  insurance 

Taxes,  interest  on 

Taxes  paid  by  vendee  on  profits  accruing  to  vendor 

Wear  and  tear  of  automobile  by  draft-board  member 

Compensation  for  personal  services 

Corporation,  excessive  salaries 

Corporation  paying  officers  nominal  salaries  and  percentage 
profits 

Excessive  compensation 

Officera,  percentage  gross  sales 

Salaries,  etc.,  voted  after  close  year 

Rentals 

Tenant,  paying  local  benefit  assessments 

Lease,  amount  paid  for  cancellation  of 

Treatrnent  of  excessive  compensation 

Adjustment  salaries,  prewar  period 

When  charges  deductible 

Accrual  basis,  deduction  of  munitions  tax 

Bookkeeping  on  accrual  basis,  deduction  of  munitions  tax. 

Contingent  liability  set  up  one  year,  deductibility  another 
year 

Fees,  receiver  and  attorneys 

Fiscal  year  of  corporation  m  1917,  when  tax  deductible. . . 

New  York  State  franchise  tax  on  accrual  basis 

Real  estate  bought  for  profit— expenses  incident  to  holding. 

Report  master,  infringement  suit,  assessing  damages 

Deductions  Allowed— Charitable  Contributions: 

Charitable  contributions 

Board  of  education  of  school  district  incorporated  by  State. 

Bv  corporations,  not  deductible 

Charitable  corporation  not  yet  in  operation 

Churches 

Community  Service  (Inc.)  exempt,  contributions  to 

Corporations  to  provide  relief  for  earthquake  sufferers 

Council  of  National  Defense 

Coupons  attached  to  nontax-free  Liberty  bonds  presented 
to  institution 

For  purchase  public  park  or  recreation  grounds 

Fund  for  location  of  industrial  plant 

Gift,  value  of,  when  other  than  money 

Gifts  to  corporations  erecting  memorials 

Musical  organizations 

National  Dry  Federation 

Police  pension  fund 

Premiums  on  life  insurance 

Property  given  to  public  high-school  athletic  purposes 

Regulations,  Art.  251,  amended 

Regulations,  Art.  251,  amended 

To  family  cemetery  corporation. 

Deductions  Allowed — Depletion: 

Capital  recoverable  through  depletion  allowance  in  case  of  timber.. 

How  determined 

Capital  recoverable  through  depletion  allowance  in  case  of  owner. 

Amount  recoverable 

Depletion  deduction  for  number  of  years  when  royalties 

paid  in  one  year 

Charges  to  capital  and  expense  in  case  of  mines 

Cost  of  expanding  business 

Determination  of  fair  market  value  of  timber 

Amendment  of  Reg.  45,  T.  D.  2916 


Ruling 
No. 


Na 


551 
377 
595 
669 
673 


481 

444 
362 
554 
534 


689 

727 


319 


713 
713 

260 
6 
754 
687 
728 
94 


321 
229 
511 
590 
716 
641 
191 

181 
152 

56 
740 
755 
546 

61 
602 
566 
192 
729 
756 
379 


60 
"53 
674 


589 
483 


12s 
54 

127 
29 
54 
33 
55 

55 

116 

155 

56 

56 

61 

56 

56 

146 

57 

59 

59 

57 
57 
60 
57 
57 
57 

74 
74 
118 
92 
76 
76 
75 
74 

43 
74 
74 
76 
76 
75 
74 
75 
75 
74 
76 
77 
75 

72 
72 
71 
71 

71 
71 
72 
73 
73 


mvix. 


in 


Ruling 

No. 


Page 
No. 


Dbductions  Allowed — ^Dkplbtion — Continued. 

DeterminaHon  of  juantity  of  timber 

Amendment  of  Reg.  46,  T.  D.  2916 

Oil  and  gas  welU 

Diseoverv-proven  tract  or  lease 

Proof  of  aiscovery 

T.  I>.  2956  amending  Arts.  220,  220  (a),  and  221,  Reg.  45. 
Deductions  Allowed — Depreciation: 

Capital  sum  recoverable  through  depreciation  allowance 

Replacement  property,  speculative  value 

Depreciable  property 

Claim,  war  device 

Orchard,  productive  stage 

Plant,  manufacture  beer  bottles 

Depredation 

Obsolescence  of  a  building 

Vineyards,  after  prohibition  legislation 

Depreciation  oj  intangible  property 

Brewers 

Definition  of  intangible  property 

Distillers  and  dealers  in  liquors 

T.  p.  2929,  modifying  Art.  163,  Reg.  45 

Depreciation  of  patent  or  copyright 

Acquired  prior  to  March  1,  1913 — invested  capital 

DEDUcnoNS  Allowed— Interest: 

Interest 

Basis  of  computation,  exempt  Liberty  bonds 

Indebtedness,  purchase  notes  of  Victory  loan 

Insolvent  principal,  interest  paid  by  guarantor 

Interest  and  taxes  paid  by  corporation,  construction  plant. 
Deductions  Allowed— Loss  in  Inventory: 

Claims 

Abatement,  basis  of 

Abatement,  claim  filed,  basis  second  installment  tax 

Effect  ofcktimin  abatement 

Bonds 

Partnership,  loes  in  inventory 

Loss  in  inventory 

Anticipated  profits 

Liquor  values,  decline  in 

Meaning  of  "temporary  fluctuation'' 

Part  of  goods 

Losses  in  inventory  and  from  rebates 

Goods  ordered  1918,  delivered  1919 

In  1919,  partnership  operated  as  corporation  1918 

On  part  of  inventoiT' 

Return  made  fiscal  year  beginning  1917,  ending  1918 

Rebates — loss  from 

Rebates  on  defective  goods 

When  deductible 

Deductions  Allowed— Losses: 

Loss  ofusrful  value 

Plants  adaptable  only  for  manu&cture  of  beer  botties 

Vineyards — prohibition  legislation 

Losses 

Bona  fide  sale,  securities 

Embezzlement,  deductible  for  what  year 

Embezzlement,  part  recovered 

Failure  of  corporation,  not  business  operating  loss  of  stock- 
holder  

Guarantor,  sale  of  bonds 

Insurance,  how  computed 

Investment,  property  or  securities 

Orchards  ana  vineyards  destroyed 


483 


647 


524 


291 

52 

190 


704 
320 


565 
640 
445 
545 


506 


40 

57 

753 

50 


194 
275 


525 
380 


64 
717 
402 
402 


251 
471 
323 
193 


705 
614 


190 
150 


149 
279 
273 

703 
420 
482 
218 
690 


73 
73 
71 
71 
71 
71 

69 
69 
68 
68 
68 
68 
66 
67 
66 
68 
69 
69 
68 
69 
69 
69 

58 
44 
58 
58 
58 

79 
79 
79 
79 
79 
79 
78 
78 
79 
78 
78 
77 
77 
78 
78 
77 
78 
78 
78 

65 
68 
65 
62 
62 
63 
62 

64 
63 
63 
62 
64 
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Deductions  Allowed— Losses — Continued. 
Lo«s«-- Continued . 

Relations,  Art.  141,  amended 

Residential  property,  sale  of 

Retirement  and  sal^'aging  of  equipment 

Royahy  interests  purchased  in  worthless  oil  land 

Sale  property  acquired  by  ^jft,  bequest,  devise,  or  descent. 

Securities,  loss  on,  not  business  operating  loss 

Subletting  apartment , 

Shrinkage  in  securities  and  stocks , 

Accrued  losses,  short  sales , 

Decrease  market  value,  insurance  company 

Owned  by  taxpayer,  return  by  administrator 

Surrender  to  wipe  out  operating  deficit 

Deductions  Allowed — ^Taxes 

Inheritance  tax^ 

Federal  estate  tax 

New  York  State 

Federal  duties  and  excise  taxes 

Wholesale  liquor  dealers 

Taxes 

Addition^,  Act  of  1909 , 

BookkeejHng  on  accrual  basis— deduction  of  munition  tax . . 

Corporation  return,  fiscal  year  prior  to  Oct.  S,  1917 — 
deduction  of  tax  paid 

Cuban  sugar  tax  paid  by  domestic  corporation 

I^ederal  taxes,  transpor&tion,  admissions,  and  dues 

Fiscal  year  of  corporation  in  1917 — ^when  tax  deductible.. 

Franchise  tax — ^ew  York 

Income  taxes,  acts  1913  and  1916 

Income  and  war  profits  tax,  foreign  country 

Iowa  automobile  tax 

Munition  taxes  chargeable  to  year  munitions  made  and 
sold 

Sugar  tax  in  Cuba 

Ten  per  cent  tax  on  undistributed  net  income  of  corpora- 
tions  

Wisconsin  bonus  law  tax 

Taxes  for  local  benefits 

Illinois  drainage  assessments 

T.  D.  2937,  modifying  Art.  133,  Reg.  45 

Local  benefits  assessments  paid  by  tenant  for  landlord 

Definitions 

Personal-service  corporation 

Commercial  school  as  personal-service  corporation 


Freight-forwarding  business. 

Income  from  property  ownership 

Personal-service  corporation — certain  corporations 

Income,  trading  as  principal 

Personal  services  renderea  by  personal-service  corporation 

Income  attributable  to  stockholders 

Income,  sanitarium,  from  housing  patients 

Personal-service  corporation  trading  as  principal 

'*  Taxable  year, ^^  ''withholding  agent  "  and"paid'* 

Fiscal  year  corporation  organized  1918 

Delegates  from  foreign  countries: 

Taxability  income  sales  in  United  States 

Delinquency  or  fraud: 

Addition  to  tax  for 

Depletion,  deductions  allowed 

Depletion  deduction  for  number  of  years  when  royalties  paid 

in  one  year 

Depreciable  property k , 


RaliQg 
No. 


Page 
No. 


739 
51 
€39 
691 
357 
703 
59 


558 
341 
383 
378 


419 
562 


216 


418 

713 

754 
688 
535 
754 
687 
418 
593 
715 

713 
688 

58 
714 


561 
560 
689 


736 
622 
135 


1 


492 

5 

724 


674 


84 
62 
63 
64 
63 
^ 
62 
65 
29 
65 
93 
65 
58 
61 
61 
61 
60 
60 
58 
59 
59 

60 
59 
59 
60 
57 
59 
101 
60 

59 

59 

58 
60 
60 
61 
60 
61 
12 
12 
12 
12 
12 
13 
13 
13 

n 

13 
13 
13 
13 

47 

126 
71 

71 
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Depreciation: 

Effect  on  invested  capital , 

Depreciation — deductions  allowed 

Depreciation  of  intangible  property 

Depreciation  of  patent  or  copyright 

Descent,  Iobb,  sale  property  acqiured  by 

De\iBe,  loss,  sale  property  acquired  by 

Diplomatic  representatives,  foreign  countries,  departure  of. 

Disclosure  of  returns,  penalties  for 

Discount: 

Cash,  anticipated 

Inventories,  effect  of 

Distillers: 

Accumulation  1918  profits 


Ruling 
No. 


Page 
No. 


Depredation,  intangible  property. 

uescence. 


Restoration  surplus,  obsoj 
Distraint: 

Delinq^aent  estate 

Penalties 

Distribution,  presumption  as  to  source  of 

Dividends 

DistribtUion  in  liquidation 

Excess  price  of  stock 

Excess  value,  March  1, 1913 

Made  in  installments 

Dividends 

Distribution  to  domestic  corporation  stockholder  iu  foreign 

corporation,  no  income  from  United  States 

Dividends  from  foreign  corporations 

P&id  one  year,  actuafly  received  next 

Repaid  to  corporation. . .- 

Rescinded  dividend,  repaid  income 

Subsidiary  to  parent  corporation 

When  stock  increased — exchange  of  checks 

When  payments  not  subject  to  lormal  declaration 

Dividends  paid  in  ^operty 

Bank  paving  in  stocK  of  bank  or  trust  company 

Liberty  oonds,  value  below  par,  deduction 

Preswnption  as  to  source  of  distribution 

Allocation  of  dividends 

Capital  stock,  retirement  of 

Effect  of  60-day  provision 

Meaning  of  ''first  60  days" 

Paid  first  60  days,  1918 

Sale  of  stocks  received  as  dividends 

Method  ol  determining  profit 

Stock  dividends 

Capitalization — current  earnings — surplus 

Effect  of 

Surplus — capitalization,  "good  will " 

Dividends  from  foreign  corporations  with  income  from  United  States 

Domestic  corporation  affiliated  with  foreign  corporation 

Donations * 

I'Due  and  payable, "  meaning  of 

"Due  date, "  meaning  of 

Duties,  Fedefal  and  excise  taxes 


129 


357 
357 

487 


228 
610 

156 
445 
151 

486 
575, 588 


141 
141 
635 


520 
706 
140 
398 
502 
442 
529 
579 


E. 


Earning,  apportionment  of — ^inventory 
^ucation,  contribution  to  board  of . . . 
Election  to  be  taxed  as  corporation 


243 
469 


266 

667 

9 

8 

395 


634 


7 

7 

368 

706 


411 
355 


211 
321 


151 
66 
68 
69 
63 
63 
132 
142 

115 
25 

94 

68 

152 

129 
129 
15 
13 
17 
39 
39 
39 
13 

14 
81 
39 
32 
14 
14 
14 
14 
16 
16 
16 
15 
15 
15 
15 
15 
15 
17 
17 
16 
16 
16 
16 
81 
125 
118 
153 
30 
60 


27 

74 

160 


176 
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Embezzlement: 

Loeses  from 

Restoration  of  part 

Employees: 

Bonuses 

Federal  reserve  banks,  compensation 

Nonresident  alien,  exemption 

Of  States,  definition 

Salaries,  expenses 

Stock  in  escrow 

Employer,  duty  of,  to  determine  status  of  employee 

Employer  to  show  employee's  tax  withheld  imder  State  law 

Estates  and  Trusts 

Decedent '»  estate  during  administration 

Distributive  share,  personal-service  corporation  profits 

Profits  and  losses  before  or  after  decease 

Estates  and  trusts 

Ancillary  executor. 

Income,  sale  securities 

Income,  fund  held  by  city  for  charity 

Income  to  be  paid  to  exempt  association  organizing 

Payments  by  executor  for  estate,  personal  funds 

Returns,  bankrupt 

Same  trustee,  several  trusts 

TYust,  not  association  when 

Estates  and  trusts  taxed  to  beneficiaries 

Distributable  income  of  trusts 

Losses— deductions  by  beneficiaries 

Estates  and  trusts  taxed  to  fiduciary 

Income  not  paid  or  credited  to  beneficiary 

Income  payable  in  discretion  trustee 

Incidence  of  tax  on  estate  or  trust 

Trustees,  selling  assets  oil  company 

Estate  tax,  Federal,  deductibility 

Excess-profita  tax,  1917— sales  as  agent  and  as  dealer  one  business. . 

Excess  tax,  withheld^  release  of 

Excessive  compensation,  treatment  of 

Exchange  of  property,  determination  of  gain  or  loss  from 

Exchange  of  property  and  stock 

Exchange  of  stock  for  other  stock  of  no  greater  par  value 

Excise  taxes: 

Additional,  corporation 

"Wholesale  liquor  dealer 

Executor: 

Amounts  paid  out  of  personal  funds,  when  income  to  estate . . . 

Compensation  of,  exemption 

Compensation  increasea  by  beauest  taxable 

Exempt  organizations,  gifts  to— will  or  trust 

Exemptions,  CoNnrriONAL  and  Other: 

Building  and  loan  associations 

When  not  subject  to  tax 

Business  leagues 

Navi^tion  associations 

Coo'perative  associations 

Association  to  market  product  of  members 

Cooperative  creamery  comi)any 

Cooperative  store  managed  by  university 

Incorporated  fruit  growers'  union 

Mutual  insurance  companies  and  like  organizations 

Auto  owners*  association 

Casualty  company 

Company  or  association  qiialified  as  "like  organization," 
"purely  local  character  '* 


Rnihig 

No. 


279 
273, 279 

54 
27 
298 
459 
317 
186 


733 


71 
383 


547 
198 
433 
511 
70 
297 
592 
351 


69 
255 


462 
382 


337 
419 
759 


418 
216 

70 
459 
700 
511 


499 


86 


84 

330 

90 

89 


586 
83 

82 


Page 
No. 


63 
62,63 

56 
33 
95 
49 
54 
56 
86 

136 
91 
92 
92 
93 
91 

104 
91 
48 
92 
91 
91 
92 
9 

93 
93 
93 
92 
92 
92 
93 
26 
61 

145 

100 
56 
20 
21 
21 

59 
60 

91 
49 
33 
92 

106 
106 
108 
108 
110 
110 
111 
110 
110 
108 
110 
109 

108 
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Exemptions,  Conditional  and  Other — Continued. 

Mutual  imurance  companies  and  like  organizations — Continued. 

Trrigation  ditch  company  associations 

Mutual  health  and  accicient 

Mutual  liability  insurance  company 

Travelere*  association 

Proof  of  exemption 

Character  of  corporation,  how  judged 

Earnings  of  railroad  company  paid  to  charitable  institution 

Theater  operated  by  trustees 

Religious^  charitable^  scientific^  and  educational  corporations 

Community  Service  (Inc.)  exempt 

Corporation  cond  ucting  educational  institution 

Corporation  for  erecting  monuments  and  like  memorials. 

Day  nursery  corporation 

Educational  institution 

Meaning  of  "pri\^te  " 

Social  clubs 

Gub  formed  for  meeting  place  for  members,  etc 

Country  club 

Political  club 

Exemption  from  withholding 

Exemption,  proof  of 

Ex|>en6e8,  traveling; ^ 

Extension  of  time  in  case  of  T>erson  abroad 


P. 

Failure  of  corporation — not  business  operating  loss  of  stockholder. . 

**  Fair  market  value,"  definition  of 

Farm  price  method  of  taking  inventories 

Farmer: 

Books  on  accrual  basis 

Use  of  Forml040-F 

Federal  estate  tax,  deduction 

Federal  reserve  agents  and  assistants,  compensation  of,  taxation. . . 

Federal  reserve  bank,  stock,  inadmissible  assets  when 

Fiduciaries,  compensation  of,  taxability 

Fiduciary  Returns 

Fiduciary  returns 

Fiduciary  also  bmeficiary , 

Nonresident  alien  beneficiary,  Form  1040 

Trustees  in  bankruptcy 

Return  for  nonresident  oeneficiary 

Ancillary  executor 

Fire  relief  certificates,  Minnesota,  taxability  interest 

**  First  60  days  of  any  taxable  year, "  construction  of . : 

"  First  taxable  year,"  meaning  of 

Fifical  year: 

Act  October  3, 1917,  as  affecting  partnership 

Corporation  organized  1918 

Enaing  in  1917  prior  to  October  3 — deduction  of  tax 

Established,  partnership  making  return  for  more  than  12 
months : 

Inventory  loss 

Fiscal  year  corporation: 

Computation  of  tax  by.  Government  contract 

Income,  Government  contracts 

Fiscal  Years  ending  in  1918  or  1919: 

Fiscal  year  of  corporation  ending  in  1918 

Application  Sec.  210  (1917),  Sec.  327,  and  Sec.  328  (1918) 


Ruling 
No. 


Page 
No. 


594 
87 

437 
88 


328 

85 

300 


716 
329 
755 
630 
548 
329 


162 

81 

513 


703 
494 
668 

268 
476 
419 
27 
118 
178 


360 

79 

297 


547 

42 

8 

3 

760 

3 

754 

197 
193 

113 
517 


285 


110 
109 
109 
109 
106 
106 
106 
106 
107 

76 
107 

76 
107 
107 
107 
108 
108 
108 
108 

96 
106 

80 
105 


64 
20 

24 

27 

34 

61 

33 

147 

33 

103 

103 

104 

103 

91 

104 

104 

42 

15 

13 

161 
13 
60 

88 
77 

143 

143 

161 
159 


167859*»— 20 12 
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Fiscal  Years  ending  in  1918  or  1919 — Continued. 

Fiscal  year  with  different  rates 

Partnership  income,  fiscal  year  endii^  in  1917 

Fiscal  year,  Act  October  3, 1917,  as  affecting  partnership. . 
Sec.  835  (c)— 

Claim  for  refund  by  partnership 

Excess  profits  tax  paid  by  partnership  1918 

Fixed  or  determinable,  annual  or  periodical  income 

Flying  instructor,  compensation,  War  Department 

Foreign  corporatipn: 

Amounts  paid  to,  orders  for  export 

Dividends  from,  taxability 

Determination  of  first  installrnent  of  tax  in  the  case  of  foreign 

corpoTolioTi i 

Foreign  corporation — method  of  computing  tax  installmentB 

Nonresident,  bank  acceptances 

Payment  to  nonresident,  royalties 

Profits  on  sale  of  goods  in  United  States  by  domestic  corpo- 
ration   

Foreign  corporations,  gross  income  of 

Foreign  exchange,  conversion  of,  in  case  of  traders  and  manufac- 
turers  


Ruling 
No. 


Page 
No. 


Foreign  Government: 

Income  American  citizens,  from 

Income  nonresident  aliens,  oWgations  of 

Taxes  imposed  by,  credit  for 

Foreign  Governments,  income  of 

Foreign  income  tax  laws,  proof  of 

Foreign  items  collected — ^payee  held  to  be  owner 

Foreign  items.  Form  1001 -A — domestic  corporation  doing  no  busi- 
ness in  United  States 

Foreign  legations,  compensation  paid  to  citizen  or  resident  by 

Foreign  secutities,  withholding — identity  of  interest 

Foreign  taxes,  credit  for 

No  individual  receipt 

Form  17,  notice  of  tax 

Form  21,  demand  for  pa>Tnent  of  tax 

Form  751 ,  use  of .' 

Form  1000,  nonresident  aliens — ^withholding 

Form  1040,  use  by  trustees 

Form  1040F,  use  of — ^farmers 

Form  1078: 

Effect  of  alien  filing 

Emplojrees  signing  new  form 

Execution  of 

Record  of 

Refund  on  filing 

Form  1087,  disclosure  on — stock  dividend 

Form  1096,  applicability,  Sec.  3167,  R.  S 

Form  1099: 

Applicability,  Sec.  3167,  R.  S 

Payments,  nonresident  alien  partnerships 

Form  1115,  refund  on  filing 

Franchise  tax — New  York 

Fraud,  execution  tax  receipts 

Fraudulent  returns  by  withholding  agents,  penalties  for 

Freijght-forwarding  business,  when  not  personal-service  corporation. 
Fruit  Growers*  Union,  exemption  of 


760 
760 

310 
310 


682 

32 

16 

230 


446 
694 

653 
339 

485 


407 
408 
408 
333 
225 
198 
476 

196 
158 
68 
224 
196, 447 
263 
489 

489 
110 
447 
687 
332 
758 
622 
89 


161 
161 
161 

161 

161 

96 

50 

120 

81 

159 
159 
121 
120 

IN 
114 

27 

31 

52 

121 

47 

82 

137 

136 

47 

96 

121 

101 

130 

130 

134 

98 

91 

34 

87 
96 
86 
97 
87 

136 

135 

135 
136 

87 

57 
133 
128 

12 
110 
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6. 


No. 


Page 
No. 


Gain  or  T^oss,  Basis  for  Determining: 

BasisfoT  determining  gain  or  loss  from  sale 

CSaim  b^  eetate  against  individual,  business,  or  Government 
oiganization 

Inventories — goods  acquired  prior  to  March  1 ,  1913 

Manufactured  property 

Market  value,  determination  of 

Sale  of  homestead 

Sale  of  stock 

Sale  of  stock  received  as  dividend 

Short  sales  of  stock 

Value  as  of  March  1, 1913,  how  establiehed 

Determination  of  gain  or  loss  from  exchange  of  property 

Bonds  for  capital  stock 

"Fair  market  value, ' '  definition  of 

Old  bonds  for  new  issue : 

Determination  of  gain  or  loss  from  subsequent  sale 

Meaning  of  **or  "  in  phrase  "stock  or  securities  " 

Regulations  Art.  1568  amended 

Exchange  for  different  hinds  of  property 

Bondholders    purchasing    at    foreclosure,     transferring 
property  to  new  coiporation  for  stock 

Insolvent  corporation's  bonds  exchanged  for  new  corpora- 
tion's stock 

Old  bonds  far  new  company 

Exchange  of  property  and  stock 

Distribution  by  subsidiary  to  parent  corporation,  when 
taxable 

T.  D.  2924,  modifying  Art.  1566,  Reg.  45 

Exchange  of  stock  for  other  stock  of  no  greater  par  value 

Meaning  of  "aggregate  par  value    

Multiplication  of  snares 

T.  D.  2924,  modifying  Art.  1567,  Reg.  45 

Exchanges  of  property 

Regulations,  Art.  1563,  amended 

Iieadhutment  of  partnership  interests 

Basis  for  taxation,  distribution  in  securities,   of  profit 
investment  account , 

Gain  or  loss,  sale  securities,  how  determined 

Sale  of  property  acquired  by  gift  or  bequest 

Appraisal  of  stock,  court  appraisers 

Homestead,  sale  of 

Securities  held  in  trust 

Gen e ral  Definitions 

Associations 

Colocators  of  mining  claims 

Distingilished  from  partnership 

Association  distinguished  from  trust 

Trust,  when  taxed  as  association 

Under  Act  of  1913 

Govemment  contract 

Advertising  and  sales  promotion  expeusea,  not  necesKiry 
on  Govemment  contract 

Entere<l  into  1917,  subsequently  amended 

For  cars,  use  of  railroads  under  Federal  control 

Goods  and  services  at  open-market  prices  as  Govemment 
contracts 


11 
245 

10 
656 
470 
493 
634 
558 

12 


623 
699 


334 

698 
143 


530 

521 


353 
396 

522 


737 


354 
354 


637 
712 
198 


414 
414 


351 
600 


721 
557 
394 

519 


17 

17 
IS 
17 
39 
18 
18 
17 
29 
18 
20 
20 
20 
20 
22 
22 
23 
20 

151 

21 
20 
21 

21 

21 
21 
21 
22 
22 
19 
19 
23 

23 

23 

19 

17 

19 

91 

9 

9 

9 

9 

9 

9 

9 

11 

11 
11 
11 

11 
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General  Definitions — Continued. 
Government  contract — Continued. 

Inventory  of  stock  purchased  for  Government  contract 

Knights  of  Columbus,  Y.  M.  C.  A.,  and  American  Red 

Cross 

Sales  expenses — Grovemment  contract 

Subcontractor — corporation,  when  not  under  Government 

contract 

Joint  ovmersMp  and  joint  adventure 

Corporations,  not  partners 

Limited  partnership  as  corporation 

Pennsylvania   and    Michigan    limited    partnerships    as 

corporations 

Virginia  partnership  associations 

Limited  partnership  as  partnership 

Taxation  of,  1913  and  1916  Acta — Mississippi 

Gift,  loss,  sale  of  property  acquired  by^-deduction 

Gifts,  value  of,  wnen  other  than  money 

Gifts  and  bequests 

Gifts  to  corporations  erecting  memorials 

Goods,  inventory  of,  not  received  until  after  close  of  year 

Good  will: 

By  advertising — ^when  invested  capital 

Created  to  offset  impaired  capital 

Stock  dividends  based  on,  exemption 

Government  contract — invested  capital  in  taxable  year 

Government  contracts,  computation  of  tax  on  income  from 

Greece,    subjects   of,    nonresident   in    United    States — personal 

exemption 

Gross  Incojce  Defined  (Corporations): 

Gross  income 

Bonds  subscribed  for,  no  default,  returns 

Corporation  in  lic^uidation 

Corporation  owning  interest  in  foreign  partnership 

Dividends  from  foreign  corporations 

Excess   Government   bonus   purchased    by   bank   over 

subscriptions 

^  Gains,  sale  corporate  assets  with  view  to  liquidation 

Interest  or  pronts,  installment  life  insurance 

Interest  received  by  bank.  Government  bond  accounts. . . 
Invested  capital  and  net  income  of  telephone  company, 

how  computed 

Public  utility  corporation  charging  interest  on  company's 

funds  used  temporarily 

Return  of  telephone  company  for  1918 

Sale  before  company  incorporated 

Telephone  companies.  Government  control 

Gross  income  of  corporation  in  liquidation 

Returns  of 

Gross  income  of  foreign  corporations 

Foreign  corporation — profits  on  sale  of  goods  in  United 

States  by  domestic  corporation 

Mail-order  business 

United    States   citizen    abroad,    agent,    assigning    com- 
missions to  foreign  corporation 

Gross  income  of  life  insurance  companies 

Premiums— dividends,  T.  D.  2899 


Sale  of  capital  slock 

rV)mmi8Bion8  paid  on 

Exchange  of,  income  or  siu-plus 

Sale  of  capital  assets 

StocK  surrendered  by  stockholders  to  vendee  corporation, 


Ruling 
No. 


721 

468 
721 

666 


Na 


139 


601 
621 


501 
357 
740 


755 
251 

679 
121 
368 
695 


510, 567 


331 
386 
405 
520 

331 

386 

92 

331 

449 

425 
449 
523 
404 


406 


708 
549 

163 


514 


391 
598 


676 


11 

n 

11 

11 
10 
10 
10 

10 
10 
10 
10 
63 
76 
42 
76 
77 

153 
151 
16 
143 
143 

83 

111 
111 
112 
112 
14 

111 
112 
111 
111 

113 

112 
113 
39 
112 
113 
113 
114 

114 
114 

114 
113 
113 
113 
149 
156 
113 
113 
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Gross  Income  Defined — Exclusions: 

Compensation  of  soldiers  and  sailors 

Civilian,  A.  E.  F 

Civilian  flying  instructor 

Employees  commissioned  on  training  camp  activities 

From  spruce  division 

Marine  sea-training  bureau 

Military  exemption  of  $3,500 

Partner  in  military  service  turning  over  compensation  to 
partnership 

Personal  exemption  and  $3,500  salary  exemption 

Soldier  and  sailor  exemptions % 

Years ,  Sec .  2 1 3  ( 6)  8  applicable 

Compensation  of  State  officers 

Administrators,  executors,  and  temporary  court  appointees. 

Compensation  to  trustees  of  liquidating  corporation 

County  surveyor 

Engineer,  sewerage  commission 

"Fees  of  State  witnesses. 

Recipient,  nonresident  alien 

Salary  from  city  to  partner  turned  over  to  firm 

Salaries  and  wages 

Salaries,  teachers 

Virginia  debt  commission 

Gifts  and  bequests 

Actual  or  merely  colorable 

Bonus  by  State,  soldiers  and  sailors 

Executor's  compensation  increased  by  bequest  taxable.. 

Transfer  to  member  of  family  or  other  person  in  confiden- 
tial relation 

Income  of  foreign  Governments 

Compensation,  services  rendered  foreign  legation  by  citi- 
zen or  resident 

Officers  of  foreign  Governments  entitled  to  tax  exemption . 

Taxability,  income,  delegate  of  foreign  country 

Taxability,  income,  wives,  foreign  ambassadors,  minis- 
ters, and  their  subordinates 

Income  of  States 

City — water,  light,  power,  and  heat  company 

Property  willed  in  trust  to  municipality,  public  charity . . . 

Railroaa  constructed  by  township  and  county — leased 

Interest  upon  State  obligations 

Fire  relief  certificates,  State  of  Minnesota 

Profits — purchase  at  tax  sale 

Interest  upon  United  States  obligations 

Bank — interest  from  customers  account  of  Liberty  bonds. . 
Certificates  of  indebtedness,  Director  General  of  Railroads 

Exemption,  interest,  bonds.  War  Finance  Corporation 

Exemption,  certificates  of  indebtedness,  Philippine  Gov- 
ernment  1 

Gift  to  institution 

On  Liberty  bonds,  coupons  disposed  of  by  gift 

Porto  Rico  bonds 

Liberty  bond  exemption  after  December  SI,  1918 

Affiliated  corporations,  consolidated  return 

Bank,  ''original  subscriber " 

Computation,  exempt  interest 

Conversion,  Victory  notes,  T.  D.  2865 

Cost  of  bonds,  admissible  assets 

Exempt  interest,  amount  of  bonds  changing  during  year. . 

Inhented  Liberty  bonds,  exemption  on  account  of 

Liberty  bond  and  Victory  note  exemption,  T.  D.  2836  — 
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41 
183 

39 
376 
613 
686 

182 
184 
686 
625 


459 
685 
45 
582 
338 
497 
702 
179 
214 
460 


290 
533 
700 

290 


339 
624 
315 

248 


612 
433 
434 


42 
611 


331 
356 
374 

46 
181 
181 
684 


171 

271 

40 

272 

40 

43 

752 

148 


50 
50 
50 
50 
51 
51 
51 

50 
51 
61 
51 
48 
90 
50 
48 
49 
32 
49 
54 
49 
49 
49 
42 
42 
42 
33 

42 
47 

47 
47 
47 

47 
48 
48 
48 
48 
42 
42 
42 
43 
111 
43 
43 

43 
43 
43 
43 
44 
46 
46 
44 
44 
44 
44 
46 
44 
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Gross  Income  DEnMED — Exclusions — Continued. 

Liberty  bond  exemption  from  surtax  and  war  profits  and  excess 
profits  tax  in  1918 

Meaning  of  "date  of  the  tax  return/'  second  Liberty  loan 
act  8U  pplement 

F&rtnerBnix> — "original  subscriber" — ^reorganizing  as  cor- 
poration  

Liberty  bond  exemption  in  the  ease  of  partnerships  and  personal- 
service  corporations 

Libert^r  bonds  sold  by  firm  to  partner 

Proceeds  of  insurance 

Paid  to  a  partnershi]) 

What  exelridedfrom  gross  income 

Amount  received  by  clergyman  from  parish 

Money  received  by  naval  attaches  to  be  expended  for 

entertaining 

Gross  Income  Defined — Inclttsions: 

Annuities  and  insurance  policies 

Insurance  policy  sold — ^proceeds  taxable 

¥^en  individual  liable  tor  tax 

Compensation  for  loss 

Taxpayer  electing  to  replace  property 

Compensation  for  personal  service 

Bequest  to  executor  as  additional  payment 

Carnegie  Foundation  retiring  allowance  to  teachers 

Executor's  compensation  increased  by  bequest  taxable. .  J 

Federal  reserve  i^nts  and  assistants 

Receivers,  trustee,  or  similar  fiduciary 

Compensation  paid  other  Oian  in  cash 

Board  and  lodging,  seamen 

Compensation — ^market  value  of  stock  of  new  corporation. . 

Stock  in  untried  invention 

Examples  o/ constructive  receipt 

Donation  by  assi^ment  partnei^p  profits  to  be  earned . . 
Gross  income  from  bitsiness 

Inventories,  affect  cash  discounts  on  purchases 

Gross  income  of  farmers 

Inventory  of  farmers 

Useof  1040-P 

Rent  and  royalties 

Landlord  income — ^local  ben^t  assessment  paid  by  tenant . 
Replacement  fund  far  losses 

Owner  requisitioned  tug,  buying  barge 

Property  taken  by  Government  substantially  different  .  . . 
Sale  ^  good  uill 

CJontemporary  sale  of  stock,  bearing  on  value 

Sale  of  personal  property  on  installment  plan 

Average  percentage,  gross  profit 

C .  O .  D .  and  "  win  call "  sales 

Corporation  reporting  profit,  cash  and  installment  sale  . .  . 

Procedure,  change  method  of  reporting  income 

Sale  on,  secured  dv  notes 

Sale  on,  "preferred  profit" 

Shares  of  stock 

Sale  of  real  estate  in  lots 

Before  development  work  completed 

Sale  of  real  estate  involvinq  deferred  payments 

Where  notes  can  not  be  discounted 

Sale  of  stock  and  rights 

Sale  of  right  to  subscribe 

What  includea  in  pross  income « 

Amount  received  contracts  in  excess  of  amounts  agreed  on . . 

Compensation  teachers  in  Hawaii 


375 
373 


672 


270 


180 
48 


701 
289 


443 


700 
e70 
700 
27 
178 


476 
656 
656 


505 


610 


268 
476 


689 


504 
400 


22 


37 

36 

35 

313 

212 

36 

542 


399 


314 


495 


26 
24 


44 

44 

44 

47 
47 
41 
41 
41 
41 

41 

38 

38 

38 

38 

38 

33 

33 

33 

33 

33 

33 

34 

34 

34 

34 

41 

41 

34 

25 

34 

27 

34 

38 

61 

50 

39 

38 

34 

34 

35 

35 

35 

35 

35 

35 

35 

37 

37 

37 

37 

37 

34 

34 

30 

31 

31 
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Gross  Income  Defined — Inclusions — Continued. 
What  inclwded  in  gross  income — Continued. 

Commissione  advanced  advertising  solicitor 

Compensation  from  spruce  division,  person  in  military- 
service  

Damages,  libel  suit 

Dividends  illegalljr  declared,  repaid 

Domestic  corporations^  dividends  from  foreign  corpora- 
tion under  1917  Act 

Excess  amount  received  from  Red  Cross 

Fees,  State  witnesses 

Farm — corporations^  dividendfl  from,  1917  Act 

Income  American  citizen,  foreign  Government 

Income  from  Ix-ust  received  by  beneficiary  also  trustee 

Interest — ^banks.  Liberty  loan  bond  subscribers 

Infringement  suit,  amount  awarded  in 

Involuntary  sale^  profits 

Noninterest-beanng  warrants  issued  by  subdivision  of 

State 

Profit  goods  sold  by  consignee 

Sale  war-savings  stamps  at  appreciated  value 

"State,"  meaning  of 

Taxability — loans  by  banks.  Liberty  bonds  for  customers. . 

Taxes  paid  by  vendee  on  profits  accruing  to  vendor 

Voluntary  repayment  dividends  to  corporations 

When  indudea  in  gross  income 

Award  by  bosuti  of  arbitration  for  past  services , 

Compensation  for  previous  years  received  in  lump  sum. . . 

Contract  to  sell  real  estate 

Distribution  in  excess  cost  of  stock 

Dislpibution  in  liquidation 

Dividend,  when  received 

Funds  in  escrow,  future  corporation 

Profit  and   loss  adjustments,   prior   years — instructions 

Interstate  Commerce  Commission 

Purchase  price  in  escrow 

Real  estate,  sale  of — part  payment  made  in  previous  year. . 
Gross  Income  Defined — Nonresident  Alien  Individual: 

Gross  income  of  nonresident  alien  individuals 

Interest  on  bonds,  nonresident  foreign  corporation,  pay- 
able in  United  States 

Mail-order  business 

iVofits  from  sales  in  United  States 

Stock  and  bonds,  domestic  corporations 

Income  of  nonresident  alien  individuals  not  subject  to  tax 

Interest  obligations,  foreign  Governments 

Interest  tax-free  covenant  bonds,  nonrewident  dome^ic 

corporations 

Obligations,  foreign  Government 

Wages  of  a  nonresident  alien  derived  from  soiirccs  ivithin  the 

United  States 

Seamen,  in  coastwise  or  foreign  trade 

T .  D .  2869--adding  Art .  92a  to  Reg.  45 

Gross  income  of  foreign  corporations 

Guarantor,  loss,  sale  of  bonds 

Guarantor  paying  interest  of  insolvent  princiiwil 


Ruling 
No. 


Pa0B 
No. 


Hawaii,  teachers  in,  compensation  of 

Homestead,  gain  or  loss,  sale  of 

Homestead,  sale  of 

Horses,  winnings  of,  at  race  track ' 


31 

376 

21 

502 

520 
23 

338 

520 
32 

360 
28 
38 

581 

416 

25 

33 

32 

331 

669 

398 


750 
683 
751 
141 
635 
140 
523 

18 
725 
671 


417 
549 
543 
340 


47 

478 
16 


316 
316 


420 
753 


24 
470 
712 
157 


31 

51 
30 
14 

14 
31 
32 
14 
31 
104 
31 
32 
33 

32 

31 
31 
31 

111 
29 
32 
39 
40 
40 
41 
39 
39 
39 
39 

27 
40 
40 

51 

52 
114 
52 
51 
52 
52 

52 
52 

53 
53 
53 
114 
63 
58 


31 
18 
19 
96 
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I. 

niinois  drainage  district,  assesHments — deduction 

IifPoeonoN  OF  Tax: 

Allocation  of  net  income  to  particular  source 

Allocation  of  expenditures  and  goods  on  hand — Govern- 
ment contracts 

Government  and  other  contracts. 

ComptUation  of  tax  on  income  from  Government  contracts 

Amended  Government  contract 

Fiscal  year  corporation 

Government  contract — invested  capital  in  taxable  year. . . 

Net  loss  from  other  operations 

Illustration — computation  where  net  income  derived  from  Gov- 
ernment contract 

Corporation,  fiscal  year  ended  1918,  income  exce«<8  of 

$10,000 

Inadmissible  assets,  percentile  of 

Income  and  excess-profits  taxes,  reserve  for 

Income  of  States 

Income  tax: 

Assessed,  Acts  of  1913  and  1916 — deductibility 

Deduction  from  invested  capital 

iNDrviDUAL  Returns: 

Individual  returns 

Alien  property  custodian 

Bankrupt 

Claim  for  refimd — excess  tax  paid,  tentative  return 

Husband  and  wife,  salary  of  husband 

Return  of  income  of  nonresident  alien 

Claim  excess  tax  withheld , 

Verification  of  returns 

American  citizen  in  China 

T.  D.  2951,  amending  Art.  406,  Reg.  45 

Information  at  Source: 

Ownership  certifi/xues  for  foreign  items 

Foreign  items  collected — payee  held  to  be  owner 

Use  of  Forms  1000  and  lOOlA 

Return  of  information  as  to  payments  of  f  1^000 

Applicability  Sec.  3167,  R.  S.,  amended  by  Sec.  1317, 

Act  of  1918 

Corporation  failing  to  supply  information — penalties 

Return  of  information  as  to  payments  to  employees 

Employer  to  show  employee's  tax  withheld  under  State 

law 

Return  of  information  as  to  payments  to  nonresident  aliens 

Disclosure  stock  ownership,  Form  1087 

Form  1099 — partnerships 

When  no  return  of  information  required 

Rent  paid  in  crop  shares 

Inheritance  taxes 

Inherited  Liberty  bonds,  exemption  on  account  of 

Inquiries,  policy  of  bureau  as  to  answering 

Insolvent  corporation's  bonds  exchangea  for  new  corporation's 
stock 


Rolins 
No7 


Inspection  of  return : 

Inspection  of  returns  by  stockholder 

Installment: 

Corporation  reporting  {nrofit,  cash  and  installment  sales. 

Procedure,  change  in  method  of  reporting  sales 

Sales,  invefited  capital 

Sales  on,  "as  deferred  profit " 


5G1 


Na 


721 
597 


557 
113 
695 
620 


517 


418 
506 


78 
297 
643 
528 


158 


327 
629 


694 
653 


489 
489 


733 


263 
110 


172 


752 
455 

698 


35,37 

313 

131 

36 


61 

143 

11 
143 
143 

11 
143 
143 
143 

143 

143 
156 
153 

48 

59 
69 

102 
102 

91 
102 
102 
103 

96 
103 
103 
103 

136 
137 
136 
135 

135 
135 
136 

136 
136 
136 
136 
136 
136 

61 

46 
162 

21 
137 
142 

35 

35 

152 

35 
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Installment — Continued. 

Sales  on,  secured  by  notes 

Sales,  shares  of  stock 

Insurance: 

Creditor  payine  premium,  policy  of  debtor — deduction 

Interest  or  profits,  installment,  taxability 

Loss  in  prior  year 

Mutual  fire  and  casualty  companies-deduction  for  premium 

deposits  retamed 

Partnership,  beneficiary 

Policy  sola — jjroceeds  taxable 

Premiums,  paid  by  partnership,  accident  and  health,  partners. 

Premiums  paid  on  life — contributions 

Prendum  paid  on  crop—deduction 

Proceeds  of  life — paia  to  partnership,  taxability 

Wife  paying  premium,  life  of  husband. 

Insurance  companies: 

Income  from  dividends 

Required  addition  to  reserve  funds  of 

Insurance  on  officers,  cash  surrender  value 

Intangible  property,  depreciation  of 

Interest: 

Intercompany  charges 

On  claim — taxability 

On  tax  on  amended  return 

On  taxes  deductible 

Over  face  value,  installment  payment,  insurance,  taxation 

Paid  on  premiums  sale  of  stock— deductions  for 

Paid  or  accrued  on  taxes 

Received  by  banks  loans  to  Liberty  bond  subBcribera 

Tax  past  due — persons  abroad 

Unearned — surplus,  invested  capital 

Interest,  deductions  allowed 

Interest  on  tax 

Interest  upon  State  obligations 

Interest  upon  United  States  obligations 

Inventor  claim  for  war  device 

Inventories 

Inventory  by  dealers  in  securities 

Definition 

Stock  sold  short 

Inventories  at  cost 

Discounts 

Vahmtion  of  inventories 

Average  market  price 

Base  stock  method 

Basis  averaj^e  cost 

Estimated  inventories 

Farm  price  method  of  taking  inventories 

Farmers,  valuation 

Goods,  acauired  prior  to  March  1,  1913 

Materials  tor  Government  contract 

Tobacco  industry — inventories 

Use  of,  in  determining  gain  or  loss,  sale  of  property 

Inventory,  loss  in  (deductions  allowed) 

Inventory  of  stock  purchased  for  Government  contract 

Invested  Capftal 

Affiliated  corporations ,  stock  of  subsidiary  acquired 

Amendment  par.  F  of  T.  D.  2662 

Effect  of  ordinary  dividend 

Exchange  of  common  for  preferred  stock — ^liquidation 
dividend 
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Page 
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212 
542 

55 

92 

482 

744 
270 
701 
422 
566 
377 
270 
65 

514 


616 
11 
678 
745 
92 
361 
745 
28 
160, 199 
130 


291 


14 
558 


610 


269 
631 
457 
211 
668 
268 
245 
721 
680 
10 


721 


518 


598 


35 
37 

53 

111 

63 

119 
41 
38 
81 
75 
54 
41 
80 

113 

119 

154 

68 

125 

17 

129 

127 

111 

115 

127 

31 

105 

151 

58 

127 

42 

43 

68 

23 

25 

25 

29 

25 

25 

23 

24 

24 

24 

27 

24 

27 

18 

11 

25 

17 

78 

11 

148 

157 

157 

156 

156 
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Invested  Capital — Continued. 

Effect  ofatock  dividend 

As  invested  capital 

IntoTigible  property  paidin 

Patent  used  free  by  corporation  not  invested  capital 

Services  and  good  will 

Tangibles  paid  in  for  stock,  limitation 

Meaning  of  invested  capital 

Bonds  exchanged  for  stock 

Company  one   State  taking  over   corporation  another 

State — real  estate  paid  for  with  stock 

Contract  as  tangible  property 

Corporation  changing  name  and  increasing  stock  which 

is  exchanged  for  stock  first  corporation  and  another 

Corporation  raising  certain  sum  for  sale  stock  taking  over 

assets  defunct  corporation 

Interest  funds  of  company  used  temporarily  for  construc- 
tion purposes  charged  to  capital  account 

Reasonable  commissions  or  other  forms  of  compensation 

paid  by  corporation  for  sale  stock 

Shares  stock  distributed  to  employees  for  services 

Stock  sold  to  employees  on  installment  basis — ^invested 

capital 

Stocks  bought  by  partners  to  aid  partnership  not  invested 

capital  of  firm 

"Stockholders'  trustees  account " 

Taxes  withheld  to  be  later  paid  to  Government 

Method  of  determining  arailable  net  income 

Fairly  accurate  informal  approximation  monthly  earnings. 
Federal  income,  war  profits^  and  excess  profits  taxes, 

when  part  of  invested  capital 

Percentage  of  inadmisnble  assets 

Porto  Rico  bonds 

Surplus  and  undivided  profits. 

Advertising  expenses  and  invested  capital 

Amounts  expended  by  predecessor  corporation,  develop- 
ment of  intangibles 

Good  \vill,  by  expenditure  of  large  sums  in  advertising. . . 

Salaries  paia  during  prewar  period,  adjustment  of 

Surplus  ajid  undivided  profits — additions  to  surplus  account 

Amortization  allowance — ^munitions  manufacturers*  tax  act 
Distilling  corporation,  restoration  to  surplus  amounts  pre- 
viously chared  to  obsolescence 

Surplus  and  undivided  profits — earned  surplus 

Good  will  created  to  offset  impaired  capital 

Profits  reported  installment  sales  basis  pro}x>rtionate  part 

each  installment 

Stock  of  foreign  corporation,  when  admissible 

Unearned  interest  or  discount  not  reported  as  taxable 

income 

Surplus  and  undivided  profits — insurance  on  officers 

Cash  surrender  value  based  on  premiums  prior  vear 

Cash  surrender  value  where  policy  is  terminated  and  paid.. 

Surplus  and  undivided  profits — patents 

Capital  stock  paid  for,  20  per  cent  limitation  intangibles. . 
Surplus  and  undivided  profits — reserve  for  income  ana  excess 

profits  taxes 

Additional  assessments,  taxes,  liability  for  what  year 

Meaning  of  "due  and  payable" 

Reduction  of  invested  capital  as  of  date  tax  due 

T.  D.  2931— adding  Art.  845  (a)  to  Reg.  45 

When  taxes  included  in  invested  capital 


665 
554 
644 


577 

390 

578 

365 
389 

425 

391 
431 

664 

6% 
466  ! 


206 
679 
319 


131 

538 

130 


208 


411 
411 
506 
553 
392 


157 
U\ 
Ij) 
15r) 
155 
155 
14S 
149 

149 
149 

148 

148 

112 

149 
149 

ro 

150 

149 
14S 
156 
156 

156 
15() 
166 
152 
153 

152 
153 
146 
152 
152 

152 
151 
151 

152 
152 

151 
154 
154 
154 
153 
153 

153 
158 
153 
69 
154 
153 
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Invested  Capital — Continued. 

Tangible  property  paid  in — mixture  of  tangible  and  intangible 


property. 


Page 
No. 


/S^tal  stock  changed — 20  per  cent  limitation 

CoDBoIidated  invested  capital,  corporation  acquiring  stock 

of  subsidiaries 

Tangible  and  intangible  property  received  for  stock  and 

bonds 

Tangible  property  paid  in — vali^  in  excess  of  par  value  of  stock 

Adjustments  for  depreciation 

Bondholders  piu-chiising  foreclosure  sale  property  covered 

by  mortgage,  forming  new  corporation 

Stock  exchanged,  assets  greater  value 

Valuation  of  assets  where  defective  accounting  records. . . 

Value  January  1, 1914 

Invested  capital  and  net  income,  apportionment  of 

Invested  capital  and  net  income  of  predecessor  partnership  or  indi- 
vidual  

Invested  capital,  terms  relating  to 

Investment,  loss  from 

Iowa  automobile  tax 

Items  not  deductible 


J. 


Joint  ownen^p  and  joint  adventure. 


Kentucky,  corporation  organization  incomplete. 
Knights  of  Columbus,  Government  contract 


L. 

Landlord  income,  local  benefit  assessment  paid  by  tenant 

Lease,  amount  paid  for  cancellation  of 

Liberty  bond,  exemption  from  surtax  and  war-profits  and  excess-  i 

profits  tax  in  1918 

Liberty  bond  exemption  after  December  31,  1918 

Liberty  bonds  (see  also  "Victory  Notes"): 

As  dividends 

Bank — subscribers'  default,  *' original  subscriber  " ! 

Bonds  bought  for  subscribers,  no  default,  how  listed 

Computation  of  exempt  interest ' 

Cost  of,  admissible  assets i 

Coupons  of,  gift  to  institution — de<iuction I 

Excess  bonds  purchased  for  subscribers,  how  listed 1 

Gift  made  to  institution I 

Interest  disposed  of  by  gift,  coupons 

Interest  from  customers  received  by  bank — income 

Interest,  indebtedness  to  purchase  Victory  notes 

Partnership  as  original  sunscriber 

Sold  by  firm  to  partner 

Life  insurance  policy  as  security  for  loan 

"Like  organisations,'*  meaning'of 

Limitation: 

Five-year 

Three-year,  Revenue  Act  1916 

Limitation  op  Tax 

Shortform,  computation  of. 

How  construed 

Limitation  of  penalties  under  Title  II,  Act  of  1918 


les 

463 


689 
727 


469 

271 

331 

40 

40 

181 

331 

181 

181 

331 

57 

373 

672 

726 

83,82 

235 

409 


115 
747 


150 

150 

150 

150 
150 
151 

151 
151 
151 
150 
145 

160 

146 

62 

60 

80 


10 


123 
11 


61 
56 

44 

44 


16 
46 

111 
44 
44 
43 

111 
43 
43 

111 
58 
44 
47 
65 
108, 109 

130 
130 
144 
144 
144 
130 
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Limited  partnership  as  corporation 

Limited  partnership  as  (Mirtnership 

Liquidation,  distribution  in 

Gains 

Liquor  dealers,  excise  taxes — deducti  ility 

Liquor  vaiues,  decline  in 

Living  expenses: 

Amount  received  from  Red  Cross 

Local  benefits  assessments  paid  by  tenant  for  landlord 

Loss,  compensation  for 

Loss  in  inventory : 

Loss  of  useful  value 

Lessees,  deductions  allowed 

Losses  in  inventory  and  from  rebates 

Losses,  net  {see  Net  losses) 

Luxembiu^,  subjects  of,  personal  exemption 


Ruling 
No. 


Na 


386. 406 
216 
717 

23 
Gd9 


Machiner>',  erected  after  April  6, 1917 — sugar  manufactiu'e,  amorti- 
zation  

Mail-order  business,  income,  foreign  corporation 

Manufactured  property,  basis  gain  or  loss  sold  in  1918 

March  1,1913: 

Inventory,  goods  acquired  prior  to 

Value  on,  now  determined 

Marginal  trading  in  stocks — losses  by  corporation 

Market  association,  exemption  of 

Market  value,  determination  of 

Market  \^lue,  gain  or  loss,  manufactured  property 

Marriage  agreement,  amounts  paid  under 

Maryland  public-service  corporation,  notice  of  change,  accounting 

period,  1918 

Medium  of  Payment  op  Tax: 

Payment  of  tax  by  certificates  of  indebtedness 

Certificates  of  indebtedness,  receivable  for  tax 

Military  exemption  of  $3,500 

Mineral  Deposits,  Sale  of: 

Tax  on  sale  of  mineral  deposits 

Mines,  oil  and  gas  wells  discovered  by  taxpayer 

Mineral  deposits  sold — computation  of  tax 

Mineral  deposits,  surtax  on  sale  of 

Mines,  oil  and  gas  wells  discovered  by  taxpayer 

Ministers: 

Income,  wives,  of  foreign 

Taxation,  members  of  family 

Minnesota,  fire-relief  certificates 

Mississippi,  limited  partnership  of 

Municipality,  property  willed  to,  in  trust  for  charity — taxability.. 
Munitions  manufacturers'  tax  law,  effect  invested  capital,  deduc- 
tion for  amortization 

Munitions  tax — manufacturers  taxable  though  making  only 

parts 

Munitions  taxes  chargeable  to  year  mimitions  made  and  sold 

Musical  organizations,  charitable  contributions 

Mutual  health  and  accident  associations,  exemption 

Mutual  insurance  company  and  like  organization 


N. 


National  Dnr  Federation,  contribution  to — deductibility. 

Naval  attach^,  money  received  by,  for  entertainment 

Navigation  association,  exemption 


603 


464 

549 

10 

245 
12 

660 
84 

656 
10 

507 

146 


748 
686 


723 
723 


723 

248 
343 
42 
501 
433 

452 

761 
713 
546 

87 


61 
48 
86 


10 
10 
17 
112,113 
60 
79 

31 
61 
38 
78 
65 
62 
76 
26 
83 


116 

114 

17 

18 
18 
117 
110 
34 
17 
80 

30 

162 

162 

51 

162 
162 
162 
26 
162 

47 
85 
42 
10 
48 

152 

164 

59 

75 

109 

106 


74 

41 

106 
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Negligence  without  iraudulent  intent  in  making  return 

Nbt  Income 

Net  income 

Excees-profitfi  tax,  dividends  foreign  corporation,  1917  Act, 

Value  appreciation  prewar  income 

Net  income  and  invested  capital  of  predecessor  partnership  or  indi- 
vidual   , 

Net  income,  computation  of 

Net  income,  defined  (corporations) 

Net  Income,  Defined  (Inditiduals): 

Accounting  period. 

Return — new  corporation  on  fiscal-year  basis 

Return  1918,  Maryland  public-service  corporation 

Bates  of  computation 

Art.  23,  Reg.  45  modified— T.  D.  2873 

Bank  discounts — earned  or  accrued 

BaslB  cost  not  ascertained  accurately — ^rmers  and  stock- 
men   ^ 

Change  in  accounting  methods 

Compensation  of  a^nt  appropriated  from  profits 

Method  of  accountmg  renecting  income 

Royalties,  accrued  and  received,  reported  on  cash  basis. . 

Separate  accoimting  periods — parts  of  business 

Short  sales,  borrowed  stock 

Taxpayer  having  estimated  inventory — apportionment  of 

eammgs 

Vendee  paying  tax  on  profit  accruing  to  vendor 

Changes  in  occounHngveriod. 

Meaning  of  **due  date  " 

Notice  of,  fiscal  year  1918 

When  taxpayer  not  permitted  to  change  return  year 

Computation  of  net  income 

Foreign  exchange,  conversion  of,  in  case  of  traders  and 

manufacturers 

Profit  and  loss  adjustments — ^railroads 

Net  income,  method  of  determining  available 

Nbt  Losses: 

Scope  of  net  losses 

Failure  of  corporation — not  business  operating  loss  of 

stockholder 

Floods;  net  loss  caused  by 

New  York: 

Contributions  to  cemetery  corporation  of 

Inheritance  taxes 

State  franchise  tax  on  accrual  basis 

Nonresident  aliens: 

Disclosure  on  Form  1087 

Duty  to  withhold  from 

Exemption  retroactive 

Proof  by,  similar  credit  requirement  income-tax  law 

Recipient  of  income — ofiicers  or  employee  of  State 

Return  where  excess  tax  withheld 

Returns  of  information — bank  deposits  of  %\  ,000— alien    part- 
nerships  

Serving  in  Army,  one  year— residence 

Taxation  of,  when  becoming  citizen  or  resident  during  taxable 

year 

Nonresident  alien  corporation  with  agent  in  United  States 

Nonbesidbnt  Aliens — Allowance  op  Deductions  and  Credits: 

Alien  seamen — when  to  be  regarded  as  residents 

''Fozeign  trade, "  defimtioa  of 

How  to  determine  when  aUen  seaman  is  resident 


RiiHng 
No. 


Page 

No. 


746 


520 
335 


749 
146 


312 
312 

268 
312 
738 
312 
674 
541 
558 

211 
669 


355 

19 

370 


682 
18 


703 
681 

379 
562 

687 

263 
298 
718 
446 
497 
158 

110 
175 

66 
661 


591 
324 


129 
146 
146 
14 
146 

160 

27 
111 

30 
30 
SO 
27 
28 
28 

27 
28 
29 
28 
71 
29 
29 

27 
29 
80 
30 
80 
30 
27 

27 

27 

156 

26 

64 
26 

75 
61 
57 

136 
95 
84 
82 
49 
96 

136 
85 

82 
121 

86 
86 
86 
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NoNRESiDBNT  Alibks,  Etc. — Continued. 

Duty  of  employer  to  determine  status  of  alien  employee 

Employment  of  alien  by  corporation  for  three  months — 

refund 

Execution ,  Form  1078 

Form  1078--refunda 

Pay  rolls,  evidence  of  residence,  when 

Personal  exemption  claim 

Refund  of  tax  withheld 

Proof  0/ residence  by  alien 

Ahens  regarded  as  residents  unless  showing  to  contrary. . . 

Who  is  a  nonresident  alien  individual 

Families  of  ambassadors  and  ministers 

Presumption  as  to  residence 

Nonresident  alien  individual  entitled  to  personal  exemption,  when. 

Nonresident  alien  individual — gross  income  defined 

Notes; 

Compromise — bad  debts 

When  not  equivalent  of  cash 

Notice  and  demand  of  payment 


O. 


Obsolescence  of  a  building 

Officers  of  foreign  Governments,  exemption  from  tax 

Officers  or  employees,  disclosing  information  in  returns 

Orchard,  depreciation,  productive  stage  reached 

Orchards  and  vineyards  destroyed 

Oregon,  tax  on  buik  stock 

Overdue  coupon  bonds:  ownership  to  be  shown  when  interest  col- 
lected   

Overpavment  of  *^  undistributed  net  income  tax  " 

Ownership  certificates: 

Bank  purchasing  abroad  coupons  of  bonds,  domestic  corpora- 
tions  

Certified  copies 

Inspection  of  by  debtor  corporation 

Ownersnip  certificates  for  foreign  items 

Ownership  certificates  for  interest  coupons 


Partnership: 

Associated  corporations 

Becoming  corporation,  comsolidated  return 

Benefits  as  *  *  original  subscriber  " — ^liberty  bonds 

Claim,  inventory  loss. 

Colocators  of  mining  claims  as  association 

Compensation  partner  in  military  service 

Distinguished  from  association 

Bistribution  in  securities,  profits  in  investment  account 

Exceos-profits  tax  paid  by,  whether  applicable  as  credit  indi- 
vidual tax 

Gain  or  loss  on  sale — securities  distributed 

Partnership  income,  fiscal  year  ending  in  1917 

In  default  excess-profits  tax  law — penalty 

Net  income  of,  reoiganized  corporation,  prewar 

Net  income  of,  more  than  20  per  cent  invested  capital,  election 
as  to  taxation 

Partner  turning  over  to  partnership  salarv  from  city 

Partner's  net  share  of  firm  income  from  dividends,  subject  to 
surtax 

Partner's  share  of  firm  income  to  be  reported  in  year  accumu- 
lated  


RnlinS 
No. 


No. 


447 
68 
196 
195 
298 
569 


731 


343 
342 


564 
314 


704 
624 
451 

52 
690 

99 

719 
662 


385 
473 
734 


139 
286 
373 
380 
414 
182 
414 
354 

310 
354 
760 
430 
138 

393 
702 

659 

658 


86 

87 
86 
87 
87 
95 
87 
86 
86 
85 
85 
85 
82 
51 

66 

37 

130 


67 
47 

142 
68 
64 

119 

98 
134 


95 
137 
141 
136 

97 


10 

160 

44 

79 

9 
50 

9 
23 

161 
23 
161 
135 
160 

160 
54 

90 

90 
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Par  tnerahip— Continued . 

Pooling  of  stock — corporations 

Process  life  insurance,  paid  to 

Proportionate  share  contributions,  deductibility — charitable 

organizatione 

Shrinkage  inventory  values 

Partnerships  and  Personal  Service  Corporations: 

Distributive  shares  of  stockholders  in  personal  service  corporations 

Profits,  returned  previous  years 

Distributive  shares  of  partners 

Accounting  penod — differing   from  that  of   individual 

partners 

Aasigmnent  future  profits 

Associated  partnerships 

Distribution  in  kind,  now  returned 

Division  among  partners,  income  from  particular  source. 
Partner's  net  snare  of  firm  income  from  dividends,  sub- 
ject to  surtax , 

Partner's  share  of  firm  income  to  be  reported  in  year  ac- 
cumulated  

Partner  turning  over  to  partnership  compensation  military 

service 

Returns  for  more  than  12  months , 

Securities  less  than  cost 

Partnerships 

Benenciary,  life  insurance  policy 

Forei^ partnerships,  income  from  United  States 

Loss  in  mventory,  claim  in  abatement 

Partnership  income,  fiscal  year  ending  in  1917 

Partkershtp  Returns 

Partnership  returns 

Partner  dying  during  taxable  year 

Past-due  taxes,  inter^  on 

Patent: 

Income  from,  personal  service  corporation 

Stock  issued  in  payment  of  20  per  cent  limitation 

Used  free  by  corporation  not  invested  capital 

Patent  infringement: 

Award  in  suit,  when  to  be  reported 

Deductibility  award  master,  report  one  year,  confirmed  next. . 
Pavment: 

*  Dividends,  first  60  days  of  1918 

In  securities  worth  less  than  face  value 

Installments  without  interest,  persons  residing  or  traveling 

abroad 

Persons  abroad  taking  advantage  of  extension  of  time — interest 

Relation  to — irfien  dividends  taxable 

Stock  dividend  after  first  60  day^  of  year 

Payment  op  Tax  at  Source 

Exemption  from  withholding 

Employees  refusing  to  sign  old  Form  1078,  signing  new 

Record  of  Form  1078 

Refund  of  tax 

Fixed  orr  determinable  annual  or  periodic  incorne 

Profits  of  foreign  corporation  from  sales  in  United  States — 

not  fixed  income 

^Yiiuiings  horses  at  race  track 

Form  of  certificate  where  tio  withholding  required 

Interest  on  bonds  of  domestic  corporations 

Form  of  certificate  where  withholding  required 

Personal-service  corporations 

V^Tien  Form  1000  should  be  used  by  nonresident 


Ruling 
No. 


227 
354 

322 
471 


222 


536 
505 
325 
197 
221 

659 

658 

182 
197 
354 


270 
585 
380 
760 


403 

745 

135 
208 
665 

38 
94 

395 
11 

199 

160 

140 

7 


158 
224 
158 


708 
157 


653 


628 
225 


Pago 
No. 


105 

23 

74 
78 

91 
91 

88 

89 
41 
89 
88 
89 

90 

90 

50 

88 

23 

87 

41 

88 

70 

ICl 

103 

103 

103 

127 

12 
153 
155 

32 
57 

15 

17 

105 
105 
39 
16 
94, 120 
96 
96 
97 
96 
96 

114 
96 
99 

136 
98 
98 
98 
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Rnling  ■     Figs 
No.      '      No. 


Payment  of  Tax  at  Source — Continued. 

Ownenhip  certificates  for  interest  coupons 

Certified  copies 

Old  form  certificates i 

Overdue  coupon  bonds — ownership  to  be  shown  when  in-J 
terest  collected , 

War  Finance  Corporation 

Personal  exemption  of  nonresident  aliens ' 

On  tax-free  covenant  bond  interest 

Release  of  excess  tax  withheld 

Alien  filing  Form  1078  or  its  equivalent 

Return  of  tax  withheld 

Nonresident  seamen  who  can  not  be  located,  wages 

Return  of  income  from  which  tax  withheld 

P^raudulent  returns  by  withholding  agents — penalties  for. 
Use  of  substitute  certificates 

Regulations,  Art.  367,  amended 

Withholding  in  1918 

By  corporation,  income  nonresident  foreign  corporation. . 
Withholding  tax  at  source 

Bank  collecting  interest  on  foreign  securities — identity  of 
items 

Bank  punchasinff  abroad  coupons  bonds  domestic  corpora- 
tions— ownership  certificates 

Debtor  corporation  aj)pointing  withholding  agent 

Debtor  corporation  failing  to  withhold,  tax-free  bonds 

Interest  upon  bonds,  rates  applicable — refund 

Leased  mme — independent  contractor 

Scripbond  interest  rates 

Wages,  occasional  coastwise  voyage 

Withholding  in  the  case  of  enemies 

Regulations,  Art.  375,  amended 

Withholding  in  case  of  nonresident  foreign  corporations 

Amount  paid  to,  compensation  for  orders  for  export 

Credits  to  foreign  subsidiary 

Foreign  bank,  branch  in  United  States 

Nonresident  alien  corporation  with  agent  in  United  States 

Payment  by  American  corporation  to,  for  royalties 

Withholding  on  sale  bank  acceptances,  foreign  corpora- 
tions  

Payment  op  Taxes 

Collection  of  tax  by  suit 

Corporation  dissolving,  not  retaining  unpaid  tax 

Five-year  limitation,  when  applicable 

Further  taxes  due  for  1918,  ana  other  years  prior  to  1918 — 

waivers 

Declaration  of  termination  of  taxable  period 

Alien  desiring  to  depart  from  the  United  States 

Alien  leaving  country — earnings  to  be  shown  by  employer 

Certificate  of  compliance 

Procedure,  collecting  from  departing  aliens 

Representatives   foreign    countries    bearing    diplomatic 
pOBsports 

Temporary  departm^ 

Virgin  Islands 

Interest  on  tax 

Collection  for  fractional  part  of  month 

Deficiency  in  first  installment 

First  installment  underestimated 

From  when  collectible 

Interest  on  taxes  deductible 

Meaning  of  "interest " 

Past-due  taxes;  interest  on 

Rejected  claim  for  abatement  for  taxes 


473 
526 

719 
527 


498 
196 


463 

758 


732 
i59 


485 

385 

359 

76 

277 
298 
512 
424 


742 


167 
616 
605 
661 
303 

387 


107 
235 

409 


205 
709 
606 
429 

487 
617 
618 


426 
106 
232 
426 
745 
595 
745 
427 


97 

137 

97 

98 
98 
97 
97 

100 
87 
99 
99 
99 

128 
99 
99 

100 

100 
94 

96 

95 
95 

95 

95 

95 

96 

96 

100 

100 

120 

120 

125 

121 

121 

120 

121 
126 
130 
130 
130 

130 
131 
131 
132 
132 
131 

132 
132 
132 
127 
127 
127 
127 
127 
127 
127 
127 
127 
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Payment  of  Taxbb — Continued. 

Notice  and  demand  for  payment 

Forms  17  and  21 

Payment  of  tax  when  no  'proper  return 

Delinquency  or  fraud 

Former  resident  United  States  not  filing  return — procedure . 

Penalty  for  failure  to  file  returns 

Compromises,  1918 

"Reasonable  cause  " 

Returns  by  withholding  agents — fraudulent  and  delin- 
quent  

Supplemental  returns  corporations  fiscal  year  ending  1918 . . 
Where  surrounding  circumstances  cast  doubt  on  taxpayer . . 
Withholding  agents  (see  *  *  Returns  by  withholding  agents  ") . 

Penalty  for  nonpayjnent  of  taxes 

Interest  on  tax  on  amended  return 

Limitation  of  penalties  under  Title  II,  Act  of  1918 

Warrant  for  distraint,  delinquent  estate 

When  penalty  and  interest  added 

When  penalty  of  5  per  cent  added 

Penalty  for  understated  returns 

Amortization  deductions  excessive — ^penalty 

Deliberate  understatement 

Negligence  without  fraudulent  intent  in  making  return . . . 

Time  for  payment  of  tax 

Special  cases 

Validity  T.  D.  2797 

Fayment  of  tax  in  special  cases 

Pay  roll,  evidence  of  employee's  continuous  residence  in  United 

States 

Penalties 

Advising  or  inducing  persons  not  to  make  returns  or  pay  taxes . . 

Specific  penalties 

Citizen  leaving  United  States^  refusing  to  pay  tax 

Partnerships  and  individuals  m  default,  excess  profits  tax 

law  1917 

Penalties  for  disclosiue  of  returns 

Penalty  for  excessive  amortization 

Penalty  for  failure  to  file  return.? 

Penalty  for  nonpayment  of  tax 

Penalty  for  understated  return 

Pension  fund : 

Deduction  by  corporation,  amoimts  paid  into,  for  employees.. 
Donations  by  corporations,  organization  of  employees  distinct 

from  corporation 

Personal  and  family  expenses 

Personal  exemption : 

Claim  for,  oy  nonresident  alien 

Whether  included   in   $3,500  exemption   compensation   of 

soldiers  and  sailors 

Personal  exemption  of  head  of  family 

Personal  exemption  of  nonresident  aliens 

Personal-Hrvice  corporation  {definition  of) 

Distributive  share  of  deceased  stockholder 

Personal-service  corporation — certain  corporations  excluded 

Personal-service  corporations  and  partnerships 

Personal-service  corporation  trading  as  principal 

Personal  services: 

Compensation 

Reasonable  compensation  for 

Personal  services  rendered  by  personalnservice  corporation 


408 


551 
516 


306 
204 

758 
306 
204 
758 


678 
747 
486 
588 
575 


692 
105 
746 


599 
15 


195 


108 


282 
430 


692 


164 
165 


298 
184 


71 


724 


362 


Pa«e 
No. 


130 
130 
126 
126 
126 
128 
128 
128 

128 
128 
128 
128 
129 
129 
130 
129 
129 
129 
128 
128 
128 
129 
126 
159 
126 
159 

87 
135 
135 
135 
135 

135 
142 
128 
128 
129 
128 

118 

118 
80 

95 

51 
81 
97 
12 
92 
13 
87 
13 

33,55 

116 

13 
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Personal  services  rendered  by  personal-service  corporataon — ^in<»e 

than  one  biisiness 

Persons  abroad,  extension  of  time  payment  of  tax,  interest 

Philippine  Government,  certificates  of  indebtedness,  exemptkm  of 

Police  pension  fund,  contributions  to 

Political  clubs,  exemption 

Pooling  stock  interests,  holders  of  common — ^how  taxable 

Porto  Rico  and  Philifpinb  Islands: 

Taxation  of  corporations  between  United  States  and  Porto  Rioo 

and  Philippine  Islands 

Foreign  corporation  with  business  in  United  States  and 

Porto  Rico 

Porto  Rico  bonds 

Porto  Rico,  bonds  of—inadmismble  assets 

Porto  Rico — ^income-tax  credits 

Premiums  on  business  insurance 

Presumption,  alien  residing  here  for  one  year 

*'  Private, "  meaning  of T 

Profit,  installment  sales,  gross  profit,  how  determined 

Foreign  corporation  with  business  in  United  States  and  Porto 

•    Rico 

Pbofits  of  Corporations  Taxablb  to  Stockholders: 

Profits  of  corporations  taxable  to  stockholders 

Corporation  buying  Victcnry  notes  with  surplus 

Distilling  or  brewing  business  holding  1918  earnings 

Retention  of  profits 

Retirement  of  capital  stock  without  distribution  of  sur- 
plus  

Years  Sec.  220  applicable 

Years  prior  acts  applicable 

Unreasonable  accumulation  of  profiis 

How  determined 

Profits  of  foreign  corporation  from  sales  in  United  States — ^not  fijted 

income 

Prohibition,  contributions  to  National  Dry  Federation 

Propertv,  depreciable 

Public  nigh  school,  property  given  to,  athletic  purposes,  deducti- 


bility. 


Public  park,  contributions,  purchase  of  land  for,  (teductibility. 
Public  utility  corporation: 

Taxability,  book  entry  charging  interest  company's  funds. . 

Water,  light,  power,  and  heat  companies,  income  of 

Purchase  price  in  escrow 

" Piu-ely  local  character,"  meaning  of 


Railroads: 

Certificates  of  indebtedness.  Director  General  of 

( -oDstructed  by  townships  and  county — Pleased,  taxability. 

('ontract  for  cars  as  Government  contract 

Operated  by  charitable  institution — exemption 

Readjustment  of  partnership  interests 

*' Reasonable  cause,"  ignorance  plea,  delinquency,  returns 

Real  estate  bought  for  profit — expenses  incident  to  holding. . . 

Real  estate,  sale  of — part  payment  made  in  previous  year 

Rebates  on  defective  gooos 

Rebates,  loss  from 

Rbcbipt  for  Taxes , 

Receipt  for  tax  payment 

Duty  to  issue — simulation  or  fraudulent  execution 

Receiver,  compensation  paid,  when  taxable 

Red  Cross,  Government  contract 


Rolins 

PUB 

No. 

No. 

13 

160 

105 

46 

43 

602 

75 

513 

108 

227 

105 

663 
684 
125 
675 


342 

329 

37 

663 


156 

156 

72 

667 
326 
326 


448 

708 
61 


192 
152 

425 

612 

725 

82 


356 
434 
394 

85 


204 
728 
671 
705 


332 

178 

468 


142 

142 

43 

156 

84 
80 
85 
107 
35 

142 

93 
94 
94 
93 

15 
94 
94 
94 
94 

114 

74 
68 

74 
74 

112 
48 
40 

108 


43 

48 

11 

106 

23 

128 

57 

40 

78 

78 

133 

133 

133 

33 

11 


i 
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Kedetermiiiation  of  amortization  allowance 

Refund: 

Alien  employed  by  resident  corporation  three  months 

By  employer,  tax  withheld 

Refunds: 

Claim  for  abatement  for  taxes  emmeausly  assested 

Bond  as  condition  to  deferred  collection  of  tax 

Overpajrment  of  "  undistributed  net  income  tax" 

Clainufor  credit  of  taxes  erroneowly  collected 

Overpayment  of  '  *  undistributed  net  income  tax 

Claims  for  refund  of  taxes  erroneously  collected 

Aliens 

Excess-profits  tax,  partnership,  1918 

T.  D.  2871,  amending  Art.  1036,  Reg.  45 

Suits  for  recovery  of  taxes  erroneously  collected 

Sums  due  United  States  as  set  off  in  suit  versus  collector. 
Regulations: 

Authority  for 

Policy  of  bureau  answering  inquiries 

Regulations  amended: 

Art.  23,  modified 

Art.  92a,  added 

Art.  133,  amended 

Art.  141,  amended 

Art.  163,  modifi^ 

Art.  184,  amended... 

Art.  220,  amended 

Art.  220a,  added 

Art.  221,  added 

Art.  234,  added 

Art.  235,  added 

Art.  251,  amended 

Art.  251,  amended 

Art.  307,  amended 

Art.  312a,  added 

Art.  363a,  added 

Art.  367,  amended 

Art.  375,  amended 

Art.  406,  amended 

Art.  443,  amended 

Art.  445,  amended 

Art.  845a,  added 

Art.  1036,  amended 

Art.  1506,  amended 

Art.  1563,  amended 

Art.  1566,  modified 

Art.  1567,  amended 

Art .  1568,  amended 

Inspection  of  returns 

Religious,  charitable,  scientific,  and  educational  corporations 

Rent,  paid  in  crop  shares — ^returns  of  information 

Reoroanizahonb 

Election  to  be  taxed  as  corporation 

Partnership  becoming  corporation  and  owning  99  per  cent 
stock  other  corporations 

Partnership  net  income 

Partnership — net  income  1918  more  than  20  per  cent  in- 
vested capital 

Net  income  ana  invested  capital  of  predecessor  partnership  or 
individiud 

Appreciation  in  value  of  assets 


Ruling 

No. 


447 
196, 569 


652 
662 


662 


488 
310 
333 


347 


455 

312 
316 
560 
739 
545 
249 
647 
647 
647 
483 
483 
729 
756 
741 
324 
498 
732 
742 
629 
570 
199 
553 
333 
601 
737 
521 
522 
699 
710, 711 


Pape 
No. 


70 

87 
87 

133 
133 
134 
134 
134 
134 
134 
161 
134 
134 
134 

162 
162 

28 

53 

60 

64 

69 

70 

71 

71 

71 

73 

73 

76 

77 

84 

86 

97 

99 

100 

103 

104 

105 

154 

134 

10 

19 

21 

22 

23 

138-139 

107 

136 

160 

160 

160 
160 

160 

160 
160 
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UTDISL 


No. 


Reorganization,  Valuation  of  Assets  upon: 

Valuation  of  assets  upon  change  of  ownership 

Creditors  purcnasiQg  receiver's  nie,    traarfening    new 

c<vpmtion 

Reorganization  of  corporation  in  another  State — ^invested 

capital 

Where  merger  prior  to  March  3, 1917,  formal  transfer  subee- 

quent 

Repayment: 

Rescission  and,  dividends,  income 

Voluntary  payment,  dividends,  toccMporation 

Repeal  of  former  acts.  Revenue  Act  of  1916,  three-year  limitation. . . 

Replacement  at  speculative  value,  basis,  depreciation  chaige 

Replacement  fund  for  loss 

Rescission,  dividends,  repayment,  and  income 

Reserves: 

Losses  by  canners  due  to  climatic  conditions,  deductibility 

To  liquidate  coupons  left  with  life  insurance  company 

Residence,  alien  presumption 

Resident^  alien  seamen,  when 

Residential  property,  losses  from  sale  of,  deductible  when 

Retirement  of  capital  stock  without  distribution  of  surplus 

Return,  property  willed  to  municipidity  in  trust  for  cnarity 

Return,  information  at  source — payments  of  $1,000 

Return  of  tax  withheld 

Return — ^new  corporation  on  fiscal-year  basis 

Return,  penalty  for  fwlure  to  file .' 

Return,  time  and  place  for  filing 

Return,  understated,  penalty  for 

Return  year,  change  of 

Returns  by  receivers 

Returns  by  withholding  agents — ^fraudulent  and  delinquent 

Returns,  consolidated 

Returns,  corporations 

Returns,  fiduciary 

Returns  for  fractional  part  of  year 

Returns,  individual 

Returns  tv3  be  Public  Records: 

Inspection  of  returns '. 

Joint  return,  husband  and  wife 

Ownership  certificates,  certified  copies  of 

Ownership  certificates — ^inspection  of,  by  debtor  corpora- 

poration '. 

Plreparation  list  of  names  for  oflice  comptroller  of  State. . . 

Pimped ure  by  executor  to  obtain  copies  return  of  estate 

Regulations— inspection  of  returns 

Rules  governing  inspection  of  returns 

Inspection  of  returns  by  State 

Where  otate  imposes  income  tax 

Inspection  of  returns  by  Hotkholder, 

"Stockholders  Protective  Committee" 

Penalties  for  disdosures  of  returns 

To  whom  applicable 

Returns,  partnership 

Returns,  supplemental,  penalties  delinquency  filing,  fiscal  year 

ending  1918 

Returns,  verification  of 

American  citizens  in  China 

Royalties,  accrued  and  received,  reported  on  cash  basis 

Royalties,  payment  nonresident  foreign  corporation — withholding. 

Royalty  interests  purchased  in  worthleaa  oil  land 

Rules  governing  inspection  of  returns 


749 


370 


758 


607 
473 

734 
439 
654 
710 
711 


112 


490 


451 


306 


327 
674 
303 

691 
711 


53 

119 
85 
86 
62 
15 
48 

ia5 

99 
30 
128 
104 
128 
30 
124 
128 
125 
122 
103 
124 
102 

137 
137 
137 

141 
137 
137 
138 
139 
141 
141 
142 
142 
142 
142 
103 

128 
103 
103 

71 
120 

64 
139 


INDEX. 
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s. 

Salaries: 

Adjufltment  prewar  period 

Paid  by  coTpoilEkt»  

Return  by  nusband  and  wife 

Voted  after  dose  of  year 

Salary  from  ci^  to  partner  turned  over  to  firm 

Sale  in  United  States,  nonresident  aliqo 

Sale,  involuntary,  profits  from 

Sale  of  good  will 

Sale  of  personal  property  on  installment  plan 

Sale  of  property  acquired  by  gift  or  bequest 

Sale  of  real  estate  in  lots 

Sale  of  real  estate  involving  deferred  payments 

Sales  expenetes— Oovtenmeut  contract 

Sales  of  coal  as  agent  and  as  principal — one  business  for  excess 

profits 

Sanitarium,  income  from  housing  patients,  whether  personal-service 

corporation 

Savings  banks  (State),  Oregon,  tax  on  stock  paid — deduction 

Scrip,  issued  payment  interest— withholding 

Seamen : 

Compensation,  board  and  lodging— return 

Wages  of 

Seamen,  alien — when  to  be  regarded  as  residents 

Sec.  210,  Revenue  Act  of  1917: 

Application  of,  to  fiscal-year  return 

Assessment  under 

Constructive  invested  capital,  fiscal  year 

Corporation,  small  invested  capital,  kige  taxable  income. . .. 

Income  compared  with  invested  capital,  abnormally  increased, 
sale  capital  assets 

Limitation  of  tax,  profits  sale  discovered  mine 

Taxpayer  who  has  liquidated  business 

Securities: 

Dealers  in.  inventories  by 

Deductibility,  loss  bona  fide  sale 

•   Fluctuation,  market  value— deduction 

Gain  or  loss,  sale  of 

Loss  on — not  business  operating  loss 

Profits,  distribution  in — less  than  cost  to  partnership 

Profit  sale,  held  in  trust,  when  taxable 

Sale  of,  income  to  trust 

Surrendered  to  wipe  out  deficit — deduction 

Sewerage  commission  mcome,  engineer 

Short  sales^  borrowed  stock,  inventories 

Shrinkage  in  securities  and  stocks,  deductions 

Sixty-day  provision  relating  to  dividends 

Social  club  (exemption) 

Soldiers  and  sailors: 

Bonus  by  State 

Exemption 

Personal  exemption,  $3,500— salary  exemption 

Taxability  compensation  other  than  War  I)epartment . 

Special  Cases 

Treatment  of  special  cases 

Assessment,  Sec.  210  (1917  Law);  Sec.  328  (1918  Law)— 

comparison 

Commission  business  also  dealing  on  its  own  account 

Deriving  income  from  efforts  of  stockholders 

Disproportion  invested  capital  and  taxable  income 

Good  will  by  advertising — when  invested  capital 


Ruling 
No. 


Page 
No. 


319 
444 
528 
534 
702 
543 
581 


316, 


721 
759 

5 

99 
512 

475 
463 
324 

285 
119 
285 
441 

454 
454 
453 

14 
149 
341 

11 
703 
354 
198 
198 
378 
582 
558 


9 


533 
686 
184 
376 


119 
722 
492 
441 
679 


146 
55 

102 
56 
54 
52 
33 
34 
35 
19 
37 
37 
11 

145 

13 

119 

96 

34 

53,99 

86 

159 
157 
159 
157 

158 
158 
157 

25 
62 
65 
17 
64 
23 
91 
91 
65 
49 
29 
65 
15 
108 

42 
51 
51 
51 
157 
157 

157 
158 
13 
157 
153 
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INDEX. 


Special  Cases — Gontiiiued. 

Treatment  of  special  cases — Continued. 

Income  compared  with  invested  capital  abnormany  in- 

creafledy  sale  capital  assets.  Sec.  210 

Limitation  tax.  Act  of  1918,  profits  sale  discovered  mine — 

assessment,  Sec.  210,  Reg.  41 

Taxpayer  who  has  liquidated  business — assessment;  Sec. 

210 

Special  Cases,  Computation  of  Tax  In: 

Computation  of  tax  in  special  cases 

Miaeral  deposits  sold — computation  of  tax 

Determination  of  first  installment  of  tax 

Bond 

Constructive  invested  capital,  Sec.  210  (1917) 

Foreign  corporation — method  of  computing  tax  installments. . . 

Payment  of  tax  in  special  cases 

Government  contract  upon  unit  basis 

Treatment  of  difference  between  tax  shown  on  tentative 

return  and  on  50  per  cent  assessment  basis 

Specific  penalties 

Spruce  division,  comx>ensation  person  in  military  service 

State: 

Compensation,  officials  and  employees 

Inspection,  returns  by  officials  of 

"Officers "  and  " emplbyeee,"  definition  of 

State  obligations,  interest  upon 

States,  income  of 

Stock: 

Basis  for  gain  or  loss  on 

Exchange  shares  of  corporation 

Excess  price  in  liquidation — ^income 

In  untried  invention 

Sale,  contemporary,  good  will 

Sale,  installment  plan 

Sale  of  right  to  subscribe  for  additional  stock 

Sold  to  employees  on  installment  basis — ^invested  capital 

SiuTender--deduction 

Surrendered  by  stockholders  to  vendee  corporation 

Stock  dividends 

Stocks  and  bonds,  income  from  domestic  corporation,  nonresident 
alien 


Stocks  bought  by  partners  to  aid  partnership  not  invested  capital 

of  firm 

Stockholders: 

Personal -service  corporation 

Trustees*  account — ^invested  capital 

Stockholders'  protective  committee,  inspection  returns  by 

Subcontractor — corporation,  when  not  under  Government  contract. 

Subletting,  apartment,  loss 

Subsidiary  corporation,  cash  dividend  to  parent  corporation — 

extent  taxable 

Su^ar  tax  in  Cuba 

Suits  for  recovery  of  taxes  erroneously  collected 

Surplus  and  unmvided  profits: 

Earned  surplus  and  invested  capital 

Insurance  on  officers , 

Patents 

Reserve  for  depreciation  or  depletion 

Reserve  for  income  and  excess-profits  taxes 

SUBTAX 

Sale  of  mineral  deposits 

When  not  limited  to  20  per  cent  of  selling  price 


Baling 
No. 


Page 
No. 


454 
454 
453 


723 


136 
285 
735 


599 
655 


376 

179 
112 
459 


493 

396 
141 
656 
22 
542 
495 
664 
378 
676 


340 
696 

492 

466 

490 

666 

59 

442 

688 


176 


158 

158 

157 

158 
162 
158 
158 
159 
159 
159 
159 

159 

135 

51 

49 
141 
49 
42 
48 

18 
22 
39 
34 
34 
37 
34 

150 
65 

113 
16 

51 

150 

13 

149 

142 

11 

62 

14 

59 

134 

151 

154 

153 

153 

153 

26 

26 

26 
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Ruling 
No. 


Page 
No. 


Sttrtaz — Oontiiiued . 

Sale  of  mineral  deposits — Continued. 

Applicability,  mine  sold  by  trustees 

Income  taxable  to  trustees,  when 

Surveyor,  compensation  by  counly,  taxation 

T. 

Tangible  property  paid  in — ^mixture  ci  tangible  and  intangible 

property' 

Tangible  property  paid  in — value  in  iaxcess  of  par  Wue  of  stock 

Tax: 

Computation  of,  special  cases , 

Excess  withheld,  release  of,  at  source 

Imposition  of , 

Interest  on , 

Limitation  of 

Tax-free  covenant  bonds: 

Debtor  corporation  withholding 

Exemption,  nonresident  alien — withholding 

Taxability — ^interest  on — nonresident  domestic  corporations . . . 

Tax  on  corporations  (income) 

Tax,  payment  at  source  ^corporation^ 

Tax,  payment  at  source  (individiials; 

Tax  payment,  receipt  for 

Tax  sale.  State,  profits  from  purchase  at 

Tax,  when  Partly  Person Aii-SERVicB  Business: 

Apportionment  of  invested  capital  and  net  income 

Corporation  doing  conunission  and  brokerage  busineBB 

Partly  personal-service  corporation 

Computation  of  tax  upon  net  income 

Excess  profits  tax  1917— eales  as  agent  and  as  dealer  one 

business 

"Taxable  year,"  "withholding  agent,"  and  "paid"— definitions.. 
Taxes: 

Affiliated,  foreign,  and  domestic  corporations 

Amount  withhdd — ^invested  capital 

Assessments,  additional — effect  on  invested  capital 

Bases  of  computation 

Credit  for  ^corporations) 

Credit  for  (individuals) 

Deductions  allowed 

Determination  of  first  installment  in  special  cases 

Inheritance 

Local  benefits 

Paid  by  corporation,  construction  of  plant 

Paid  by  citizen  to  foreign  country  credited  to  year  paid 

Paid  by  vendee  on  profits  accruing  to  vendor 

Past  due,  interest  on 

Prewar  period,  effect  on  invested  capital 

When  invested  capital 

Teachers: 

Compensation  of,  in  Hawaii 

Taxability  salaries  from  State 

Telephone  companies: 

Invested  capital  of,  how  computed 

Net  income  of,  operated  by  Government 

Taken  over  by  Government,  compensation,  how  returnable. . . 

1918  return  of. 

"Temporary  fluctuations, "  inventory  loss 

Tenant  paying  local  benefit  assessments 

Tentative  returns — conditions  of  filing 


337 

337 

45 


76 
498 

478 


611 


410 
114 


759 


388 
350 

411 


50 

743 
669 
745 
392 
124 

24 
214 

449 
449 
404 
449 
402 
689 
707 


26 
26 

48 


150 
150 

158 
100 
143 
127 
144 

95 

97 

52 

105 

120 

84 

133 

42 

145 

145 

145 

145 


145 
13 

125 

148 

153 

27 

121 

101 

58 

158 

61 

60 

58 

101 

29 

127 

153 

156 

31 
49 

113 
113 
112 
113 
78 
61 
104 
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Termination  of  taxable  period^  declaration  of 

Terms  Relating  to  iNVBeTBD  Gapital: 

Admissible  assets 

Ck)nver8iony  certificate  of  indebtedneas  into  Victory  loan 

notes 

Borrowed  capital,  amounta  left  in  business 

Voluntary  aaBesament 

Borrowed  capital — securities 

Preferred  stock  as  invested  capital 

Inadmissible  assets 

Oorporate  or  aasociation  funds,  invest^  bonds  of  War 

Finance  Corporation 

Federal  Beserve  Bank  stock  held  by  member  banks 

Stock  of  foreign  corporation 

Section  325  (5),  computation  invested  capital,  no  par  value 

stock 

Theater,  exemption 

Timber: 

Depletion  sustained  prior  to  March  1, 1913 

Determination  of  fair  market  value 

Determination,  quantity 

Time  and  Place  for  Filing  Beturn: 

Extetision  of  time  by  collector 

T.  D.  2936,  modifying  Art.  443,  Beg;.  46 

Tentative  returns — conditions  of  filing 

Extension  of  tim>e  in  case  of  persons  abroad 

Amendment  of  Art.  445,  Reg.  46,  installment  of  tax  past 

due. . .  ^ 

Wliether  interest  coUectible 

Time  for  pavment  of  tax 

Tobacco  inciuBtry:  Inventories 

Transfer,  property,  member  feunily  or  person  in  confidential  rela- 
tion   


BaUng 
No. 


Pase 
No. 


Travelers'  association,  when  not  exempt 

Traveling  expenses 

Treatment  of  excessive  compensation 

True  income,  relation  to  books  of  account — ^bases  of  computation, 
T.  D.  2873 

Trust,  fiduciary  and  beneficiary 

Trust  company,  tax  on  stock,  deduction 

Trustee  in  bankruptcy,  return,  bankrupt's  estate 

Trustees: 

Compensation,  taxability 

Income,  sale  mine,  oil,  and  gas  wells , 

Income  property  willed  to  municipality  for  charity 

Trusts  and  estates 


V. 


United  States  bonds,  deposit  as  security. 

United  States  possessions,  citizens  of 

United  States  obligations,  interest  upon. 


V. 
Valuation: 

Assets  upon  change  of  ownership 

Assets  u]x>n  reorganization 

Inventories 

Value: 

January  1,  1914,  tanmble  property — invested  capital. 

March  1 ,  1913,  how  determined 

Vendee  ]paying  tax  on  profit  accruing  to  vendor 

Verification  of  returns 


132 
552 
©09' 


116 
118 
576 

390 
300 

60 
483 
483 


570 
707 


199 
160 


680 

290 

88 


312 

360 

9b 

297 

178 
337 
433 


128 

12 

669 


131 

148 

148 
146 
146 
146 
146 
147 

147 
147 
147 

149 
106 

72 
73 
73 

104 
104 
104 
105 

105 

105 

126 

25 

42 

109 

80 

56 

28 
104 
119 

91 

33 
26 
48 
91 


163 

142 

43 


160 

160 

23 

150 

18 

29 

103 
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Victory  Liberty  loans,  deductibility  interest,  indebtedness  in- 
curred to  purchase  notes  of 

Victory  notes  («««  also  **  Liberty  bonds  * '),  conversion  notes 

Interest,  indebtedness  incurred  to  purchase — deduction 

Surplus  accumulated,  invested  in 

Vinevards: 

After  prohibition  legislation — depreciation  and  obsolescence. . 

Deductibility — loss  of  useful  value , 

Virgin  Islands: 

Departure  for 

Income  citizens  of  taxable 

Virginia  Debt  Oommissidh — compensation  from  State 


Rulinf 
No. 


Page 
No. 


W. 
Wages: 

Nonresident  alien,  from  within  United  States 

On  vessels  making  occasional  coastwise  voyages 

Waiver,  taxes 

War  Finance  Corporation: 

Exemption  interest  on  bonds. .-..-; 

Funds  of  corporations  and  associations  invested  in — ^inadmis- 
sible assets , 

War  Profits  Credit 

War  profits  credit 

Frewar  accoimting  period  different  from  taxable  year 

Salaries,  prewar  period 

Warrants,  noninterest  bearing,  subdiviBion  of  State 

War  savings  stamps: 

Credit  for  interest  on 

Sale  of,  at  appreciated  value 

Wear  and  tear  of  automobile  by  draft-board  member 

^\llen  the  wages  of  a  nonresident  alien  are  derived  from  sources 
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PREFACE. 


Special  attention  is  directed  to  the  statement  on  the  front  cover. 
.   This  Digest  supersedes  all  former  Digests. 

The  Digest  is  to  be  used  supplementary  to  Regulations  45.  Thus, 
if  a  question  arose  in  regard  to  depreciation  of  intangible  property, 
the  first  step  would  be  to  look  in  the  index  of  Regulations  45,  which 
gives  article  163.  Under  this  article  the  subject  "depreciation  of 
intangible  property  "  is  treated,  but  if  further  research  is  desired,  the 
investigator  finds  the  number  of  the  section  of  the  1918  law  (ordi- 
narily at  the  top  of  the  page  of  the  regulations;  in  this  case  §214) 
covering  this  suDJect.  In  the  Digest  the  rulings  are  under  the  same 
section  number. 

At  the  upper  right-hand  corner  of  each  ruling  a  reference  is  made 
to  the  bulletin,  year,  and  ruling  number.  Thus  ^20-669  means  the 
ruling  appeared  first  in  Bulletin  No.  2  for  1920,  and  is  ruling  Xo. 
CG9.  If  the  full  decision  of  any  digested  case  is  desired  it  can  be 
found  in  the  Cumulative  Bulletin — ^December,  1919 — or  in  Bulletins 
Xos.  1  to  17,  inclusive,  1920,  as  the  case  may  be,  under  the  same  section 
and  article  numbers,  and  identified  by  the  ruling  number. 

Digest  No.  9  contains  digests  of  rulings  made  during  the  months 
of  April,  1919,  to  April,  1920,  inclusive,  which  have  been  published  in 
the  Cumulative  Bulletin  of  Dec^nber,  1919,  and  subsequent  Bulletins. 
Eulings  from  Bulletins  1-20  to  17-20,  inclusive,  were  made  during 
the  months  of  January  to  April,  1920, 

Rulings  published  include  Treasury  decisions,  opinions  of  the  At- 
torney General,  Solicitor's  law  opinions.  Solicitor's  memoranda, 
Advisory  Tax  Board  recommendations  and  memoranda.  Committee 
on  Appeals  and  Review  recommendations  and  memoranda,  ard  Office 
decisions. 

The  following  abbreviations  are  used : 

T.  D Treasury  decision. 

Op.  A.  G. Opinions  of  Attorney  GeneraL 

O SoUcitor'a  law  opinion. 

S 1 Solicitor's  memorandum. 

T.  B.  R Advisory  Tax  Board  recommendation. 

T,  B.  ftl Advisory  Tax  Board  memorandum. 

A.  R.  R Committee  on  Appeals  and  Review  recommendation. 

A.  R.  M Committee  on  Ai^)eals  and  Review  memorandum. 

O.  D. ^ Office  decision. 

ABC,  etc Represent  the  names  of  Individuals. 

JI  X  X  Y  Z,  etc Represent  the  names  of  corporations,  places,  or  businesses, 

according  to  context. 

X Is  used  to  represent  a  certain  number. 

d"  dollars  or  $07 Is  used  to  represent  a  sum  of  money,    x  preceded  by  a 

number  (ir>.r)  represents  an  amount  e<iual  to  the  amount 
represented  by  x  multiplied  by  the  number  preceding  a?. 
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References  to  section  and  article  numbers  are  to  sections  of  the 
Revenue  Act  of  1918,  and  to  Articles  of  Regulations  45  (final  edi- 
tion), unless  other^'ise  stated. 

Rulings  are  arranged  in  the  numerical  order  of  the  sections  of  the 
Revenue  Act  of  1918  to  which  they  relate.  To  assist  taxpayers  in 
locating  rulings  on  the  subjects  covered  by  the  various  sections  the 
following  brief  outline  of  the  arrangement  of  the  Revenue  Act  of 
1918  is  given: 

Section  1 General  definitions. 

Sections  200  to  261 Income  tax. 

Sections  300  to  337 Excess  profits  and  war  profits  tax. 

Sections  1300  to  1408 General  administrative  and  miscellaneous. 

The  sections  relating  to  income  tax  are  as  follows : 

General  provmons — 

Section  200.  Income  tax  definitions. 

201.  Dividends. 

202.  Basis  for  determining  gain  or  loss. 

203.  Inventories. 

204.  Xet  losses. 

205.  Fiscal  year  with  different  rates. 

206.  Parts  of  income  subject  to  rates  for  different 

years. 

Individuals  and  corparationa — 


Subject  of  sections. 


Numbers  of  sections  applicable  to— - 


Individ- 
uals. 


Special  sections, 

Normal  tax. 

Surtax , 


Net  Income. 


Gross  inoome 

Deductions 

Items  not  deductible. 


Credits  allowed  against  net  Income . 


Credit  for  t«xes 

Retiu'ns 

Returns  whereaccounting  period  changed. 

Time  and  place  for  filing  returns I 

Understatement  in  returns l 

Payment  of  t ax  at  source I< 


220 

210 
211 
212 
226 


213 

214 


215 
216 
21S 
219 
226 
221(d) 
222 
223 

*"*226" 
227 


Partner- 
ships and 
personal 
service 
corpora- 
tions. 


218 


212 
226 


213 
214 
218(d) 
215 
216 
218 
226 


Estates 
and 

trusts. 
Fiducia- 
ries. 


219 

210 
211 
212 
226 


213 
214 
2ig(bc) 
215 
216 
219 
226 


{ 


221(d) 
222 
224 
239 
226 
227 


}. 


225 


Non- 
resident 
aliens. 


I 


217 

210 
211 
212 
217 
226 
213(c) 
214 
217 
215 
216 
217 
226 


{ 


228 
221 


228 
221 


226 
227 


228 
221 


}. 

/    217  \ 
\    223  ] 

{ 


221(d) 
222 
217 
223 
226 
227 


228 
221 


Domestic 

oorpora- 

Uons. 


231 
240 
230 


} 


232 
226 


233 
234 


Foreifoi 

corpora- 

ticois. 


235 
226 
236 
239 


238 


239 

226 
227 
241 
228 


{ 


331 

230 


232 
226 


233Cb) 


235 
226 
236 
239 


239 

226 
227 
241 
228 
221 
237 


Administrative  provisions — 

Section  250.  Payment  of  taxes. 

Section  251.  Receipts  for  taxes. 

Section  252.  Kefunds. 

Section  253.  Penalties,  specific. 

Section  254.  Returns  of  payments  of  dividends. 

Section  255.  Returns  of  brokers. 

Section  256.  Information  at  the  source. 

Section  257.  Returns  to  be  public  records. 

Section  258.  Publication  of  statistics. 

Section  259.  Collection  of  foreign  items. 

Section  260.  Citizens  of  United  States  possessions. 

Section  261.  Porto  Rico  and  Philippine  Islands. 
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INCOME  TAX  RULINGS. 


Title  L— GENERAL  DEFINITIONS. 

SECTION  1.— GENERAL  DEFOaTIONS. 

18-19-414. 
Sectioi?^  I5  Articmj  1502 :  Association.  O.  D.  236. 

An  organization,  not  incorporated,  and  not  having  any  agree- 
ment with  its  members  whereby  a  partnership  exists,  and  where  its 
members  contribute  amounts  to  fmlher  the  operations  in  locating 
mines,  is  an  association  and  should  file  an  income  tax  return  under 
the  Revenue  Act  of  1918. 


Section  1,  Ajotolb  1504:  Association  distin-  10-19-351. 

guished  from  trust.  S.  1068. 

Where  beneficiaries  holding  certificates  evidencing  their  interest 
under  a  so-called  ^Massachusetts  trust "  agreement  annuallv  elect 
persons  delegated  to  conduct  the  affairs  of  the  trust,  thus  retaining  a 
A'oice  in  the  business,  the  trust  is  an  association  and  is  subject  to  tlie 
normal  tax  upon  its  income  under  the  Acts  of  1913,  1916,  and  1918 ; 
the  excess  profits  tax  imder  the  Acts  of  1917  and  1918  j  the  capital- 
stock  tax  under  the  Acts  of  1916  and  1918 ;  and  the  certificates  issued 
by  the  ttust  to  the  beneficiaries  are  subject  to  the  stamp  tax  under 
the  Acts  of  1917  and  1918. 

Where  the  trustees  originally  appointed  were  to  hold  office  during 
ttie  entire  period  of  the  trust,  the  right  of  the  shareholders  being 
limited  to  filling  vacancies,  the  beneficiaries  not  retaining  any  sub- 
stantial control  over  the  affairs  of  the  trust,  such  a  trust  is  not  an 
association  or  taxable  as  such  under  section  230  of  the  Act  of  1918, 
but  under  section  219  relating  to  trusts.  They  are  not  subject  to  the 
excess  profits  tax  nor  the  capital  stock  tax,  nor  are  the  certificates 
issued  by  the  trustees  subject  to  stamp  tax.  (Also  sec.  219,  art.  341: 
sec.  230,  art  603.) 

27-19-600. 
S.  1205. 

When  under  a  trust  agreement  property  is, transferred  to  self -per- 
petuating trustees  who  have  absolute  control  of  the  property,  in- 
cluding the  power  of  sale  and  reinvestment  of  the  proceeds,  and  the 
interest  of  each  beneficiary  is  evidenced  by  transferable  certificates 
of  beneficial  interest  issued  by  the  trustees,  each  certificate  stating  the 
number  of  shares  to  which  the  person  named  therein  is  entitled,  and 
when  the  rights  of  certificate  holders  are  expressly  limited  to  receiv- 
ing such  distributions  of  net  income  or  proceeds  of  the  property  as 
the  trustees  may  declare,  the  trustees  in  no  event  to  have  recourse  to 

(11) 
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the  certificate  holders  for  the  payment  of  any  expenses  or  liabilities 
incurred,  but  upon  the  expiration  of  the  trust  to  distribute  propertr 
remaining  in  their  hands  according  to  terms  of  the  trust  agreement 
the  trust  so  formed  is  not  taxable  as  an  association  under  the  Act  of 
October  3,  1913. 

9-20-762. 
S.  1337. 

The  stockholders,  bondholders,  and  other  creditors  of  a  corporation 
which  was  heavily  indebted,  turned  over  to  trustees  their  stock,  bonds. 
and  claims,  and  authorized  the  trustees  to  organize  a  new  corporation 
to  take  over  the  assets  of  the  insolvent  concern.  The  stockholders, 
bondholders,  and  creditors  had  no  control  over  the  reorganization 
during  the  term  of  the  trust  which  was  to  continue  for  a  specified 
period  unless  extended  by  a  majority  vote  of  the  stockholders  or 
terminated  upon  consummation  of  its  purpose.  They  had  no  power 
to  remove  trustees  or  appoint  new  trustees. 

The  stockholders  and  bondholders  were  authorized  to  vote  at  all 
elections  in  the  reorganization  of  the  old  company  and  the  formation 
of  the  new,  but  this  privilege  was  intended  to  protect  the  rights  of 
bondholders  until  their  debts  were  paid  and  given  them,  an  equal  voice 
with  stockholders.  It  was  of  no  effect  during  the  reorganization, 
since  the  trustees  purchased  the  property  from  the  receivers  of  the 
company  free  and  clear  of  any  control  by  stockholders  and  bond- 
holders. Held  that  the  trustees  constitute  a  trust  and  not  a  joint- 
stock  association  within  the  meaning  of  the  Revenue  Act  of  1916  as 
amended. 


9-20-763. 
O.  D.  407. 

It  is  the  extent  of  the  control  vested  in  beneficiaries  under  a  trust 
agreement,  rather  than  the  extent  to  which  such  control  is  exer- 
cised, that  is  determinative  of  the  question  whether  the  trust  is  in 
fact  an  association  within  the  meaning  of  the  revenue  Act  of  1918. 


Section  1,  Article  1505 :  Limited  partnership  20-19-501. 

as  partnership.  S.  1160. 

A  limited  partnership  organized  imder  the  laws  of  Mississippi 
(sees.  5467-5484,  Hemingway  s  Ann.  Miss.  Code  (1917) )  is  not  taxable 
as  an  association  on  its  income  under  the  Act  of  October  3, 1913,  nor 
under  the  Act  of  September  8, 1916. 


Section  1,  Article  1506:  Limited. partnership  27-19-601. 

as  corporation.  T.  D.  2943. 

Article  1506  of  Kegulations  45  is  amended  to  read  as  follows : 

Abt.  1506.  Limited  partnership  as  corporation. — On  the  other  hand,  limited 
partnerships  of  the  type  of  partnerships  with  limited  liability  or  partnership 
associations  authorized  by  the  statutes  of  Pennsylvania  and  of  a  few  ather 
States  are  only  nominally  partnerships.     Such  so-called  limited  partnerships, 
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offering  opportunity  for  limiting  the  liability  of  all  the  memoers,  providing  for 
the  transferability  of  partnership  shares,  and  capable  of  holding  real  estate 
and  bringing  suit  in  the  common  name,  are  more  truly  corporations  than  part- 
nerships and  must  make  returns  of  Income  and  pay  the  tax  as»  corporations. 
The  income  received  by  the  members  out  of  the  earnings  of  SuCh  limited  part- 
nerships will  be  treated  in  their  personal  returns  In  the  same  manner  as  dis- 
tributions on  the  stock  of  corporations.  In  all  doubtful  cases  limited  partner- 
ships will  be  treated  as  corporations  unless  they  submit  satisfactory  proof 
that  they  are  not  in  effect  so  organized.  A  Michigan  partnership  association 
la  a  corporation.  Such  a  corporation  may  or  may  not  be  a  personal  service 
corporation.     (See  sees.  200  and  218  of  the  statute  and  arts.  1523-1532.) 


29-19-621. 
O.  D.  334. 

Virginia  partnership  associations  or  limited  partnerships  formed 
under  sections  2878  to  2886^  inclusive,  of  the  Virginia  code  of  1904: 
are  to  be  treated  as  corporations  or  joint-stock  companies  for  income- 
tax  purposes. 

The  ^atus  of  Virginia  limited  partnerships  formed  under  the  Act 
of  March  14,  1918  (acts  of  Assembly  of  Virginia,  1918),  must  be 
determined  in  each  case  by  consideration  of  the  certificate  of  partner- 
ship and  all  pertinent  facts. 

15-20-840. 
O.  D.  444. 

A  partnership  association  or  limited  partnership  organized  under 
sections  8059-8078  of  the  Ohio  Code  is  an  association  and  not  a  part- 
nership within  the  meaning  of  section  1  of  the  Eevenue  Act  of  1918, 
and  is  taxable  as  a  corporation. 


Section  1,  Article  1507 :  Joint  ownership  and  2-19-139. 

joint  adventure.  O.  D.  96. 

Participation  of  two  United  States  corporations  in  a  joint  enter- 
prise does  not  constitute  them  partners,  and  they  are  taxable  under 
the  Revenue  Act  of  1918  as  corporations  on  their  respective  shares 
of  the  profits  in  the  same  way  and  to  the  same  extent  as  on  any 
other  income  accruing  to  them. 

The  same  rule  would  apply  in  the  case  of  a  joint  venture  entered 
into  by  agreement  between  a  United  States  corporation  and  an 
individual. 


12-20-790. 
O.  D.  411. 

Article  1507,  Regulations  45,  revised,  applies  to  situations  arising 
under  both  the  Revenue  Act  of  1917  and  the  Revenue  Act  of  1918. 


14-20-820. 
S.  1361. 

Consideration  of  whether  an  agreement  between  certain  individ- 
uals constitutes  a  partnership  under  the  laws  of  Pennsylvania. 

A  and  B  entered  into  an  agreement,  referred  to  as  "  articles  of 
partnership,"  by  the  terms  of  which  they  associated  themselves  as 
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cc^artnews  m  business  trader  th«  name  of  A  and  Company  and  the 
copartner^ip  was  to  continue  for  five  years.    Prior  to  mis  agree- 

'.  ment,  B  had  been  en^loyed  by  A  in  the  same  business  at  a  salary  of 
X  dollars  p^  year.  This  salary  y^ms  still  paid  to  B  af^^  ih»  partner- 
ship agreement  was  made,  bat  one-fourth  ^  tSie  amount  was  deductsed 
from  his  share  of  the  pronts.  All  of  the  capital  was  to  be  C(mtributed 
by  A«  The  oopartnei^ip  was  to  borrow  additional  capital^  if  neces- 
sary, interest  on  the  same  to  be  paid  out  of  the  funds  of  the  copartner- 
ship. One^fourth  of  the  profits  of  the  business  was  to  go  to  B  (less 
ix  dollars)  and  the  balance  to  A.  Losses  in  the  business  were  to  be 
borne  by  the  partners  in  the  same  ratio  as  the  profits,  but  in  case 
the  lusses  exceeded  the  gains  the  net  loss  was  to  be  borne  wholly  by  A 

'  In  case  of  the  death  of  either  of  the  copartners  the  business  was  to  be 
carried  on  by  the  survivor  for  the  benefit  of  the  firm  until  the  close 
of  its  current  fiscal  year,  when  the  partnership  affairs  were  to  be 
settled.  In  such  settlement  or  at  the  termination  of  the  copartn^- 
ship  by  limitation  the  entire  capital  and  any  increase  thereof  was 
to  go  to  A  or  his  executors  or  administrators.  The  profits  were  to  be 
divided  and  one-fourth  (less  ix  dollars)  paid  to  B,  his  executors  or 
administrators,  and  the  balance  to  A,  his  executors  or  administrators. 
Held  that  A  and  B,  doing  business  under  the  name  of  A  and  Com- 
pany, are  a  partnership  under  the  laws  Of  Pennsylvania,  and  liable 
as  such  for  war  excess  profits  tax  for  the  year  19i7.  (Also  sec  218, 
art  321.) 

12-19-^4. 
Sectiox  1,  Article  1510 :  Government  contract.  O.  D.  224. 

A  contract  entered  into  May  1,  1918,  with  the  Director  Greneral 
of  railroads  for  certain  cars  for  the  account,  use,  and  benefit  of  the 
various  railroad  companies  under  Federal  control  is  not  a  Gov- 
ernment contract  within  the  meaning  of  sections  1  and  1408  of  the 
Bevenue  Act  of  1918,  for  the  reason  that  the  cars  are  not  for  the  use 
of  or  for  tlie  account  of  the  United  States. 


17-19-468. 
O.  D.  261. 

Contracts  entered  into  between  a  taxpayer  and  the  Knights  of 
Columbus  or  the  Young  Men's  Christian  Association  are  not  con- 
sidered Government  contracts  within  the  meaning  of  section  1  of  the 
Kevenue  Act  of  1918.  However,  contracts  with  the  American  Red 
Cross  are  considered  Government  contracts  within  the  meaning  of 
that  section. 


21-19-419. 
0. 916. 

The  term  "  Government  contract "  as  used  in  the  Act  of  1918  in- 
cludes oral  or  written  contracts  and  those  I'elating  to  sales  of  standard 
goods  and  services  at  open  market  prices  as  well  as  those  of  a  special 
nature. 

Sales  of  goods  from  existing  stocks  where  delivery  is  immediate 
are  not,  however,  within  the  purview  of  the  Act. 
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24-19-557. 
O.  D.  295. 

A  Government  contract  entered  into  in  1917,  amended  as  to  some 
of  its  provisions  in  1918,  and  farther  modified  in  1919,  is  in  effect 
the  same  contract  as  entered  into  in  1917  if  the  original  contract  has 
not  been  revoked  or  sttpplanted  by  a  new  contract.  Therefore,  in- 
ccmie  derived  from  the  contract  should  be  computed  in  accordance 
with  the  provisions  of  subdivision  (c)  of  section  801.  (Also  sec.  301, 
art.  714.) 

2-20-666. ' 
O.  D.  359. 

A  corporation  which  contracted  with  another  corporation  to  manu- 
facture  and  deliver  machinery  to  be  used  in  manufacturing  ammu- 
nition, but  did  not  prodaoe  or  furnish  ammunition  or  any  component 
part  thereof,  nor  perform  any  direct  service  in  connection  with  the 
production  of  ammunition  manufactured  by  another  corporation 
under  contract  for  the  United  States  Government,  is  not  a  subcon- 
tractor within  the  meaning  of  section  1.  Revenue  Act  of  1918. 


5-20-721. 
O.  D.  394. 

Procurement  orders  isamed  aftw  November  11,  1918,  in  confirma- 
tion of  inf(»-mal  orders  entered  into  prior  to  November  12,  1918,  are 
Government  contracts  made  between  April  6,  1917,  and  November 
11, 1918,  within  the  meaning  of  the  Revenue  Act  of  1918  and  whether 
fulfilled  in  1918  or  1919  will  be  taxed  at  rates  applicable  to  Govern- 
ment contracts. 

In  so  far  as  stock  purchased  for  Government  contracts  is  used  or 
useful  for  commercial  purposes  no  separate  inventory  thereof  need 
be  made  for  Government  contract  accounting,  such  inventories  being 
treated  as  commercial  inventories  in  the  ordinary  course  at  the  close 
of  the  taxable  year  1919.  If,  however,  a  portion  of  such  goods  pur- 
chased is  useful  cmly  for  Government  contracts  and  is  still  <m  hand 
at  the  close  of  the  taxable  year  1919,  such  goods  should  be  inven- 
toried at  the  then  value  if  lower  than  cost  and  assigned  to  the  Gov- 
ernment contract  section  of  the  income  statement  for  that  year. 

Advertfeing  and  sales  promotion  are  not  a  part  of  the  necessary 
expense  of  Government  contracts,  except  as  relating  to  such  con- 
tracts, and  are  not  proper  deductions  from  the  gross  mcome  derived 
from  Govemm^it  salesL 

.  Such  expenditures,  if  entered  into  on  a  large  scale  at  a  time  when 
the  Government  was  doing  practically  no  commercial  business,  may 
be  treated  either  as  an  expense  of  the  year  in  which  incurred  and 
deducted  from  the  commercial  income  only,  or  they  may  be  treated 
as  deferred  items  in  the  balance  sheet  and  set  up  as  good  will  thereon, 
being  in  the  nature  of  expenditures  for  the  building  up  of  future 
businesis  and  not  for  the  business  secured  during  the  taxable  year 
in  which  such  expenditures  were  incurred.  (Also  sec.  203,  art.  1582 ; 
sec.  214(a)  1,  art.  101 ;  sec.  301,  art  715.) 
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12-20-791. 
O.  D.  412. 

A  contract  between  the  Government  and  a  corporation  which  was 
entered  into  and  enforceable  against  the  corporation  prior  to  April 
6,  1917,  but  which  was  not  executed  in  the  form  prescribed  by  sec- 
tion 3744,  Revised  Statutes,  so  as  to  become  enforceable  against  the 
Government  until  after  that  date,  is  not  a  "Government  contract" 
within  the  meaning  of  that  term  as  defined  in  the  Revenue  Act  of 
1918,  and  the  corporation  will  not  be  required  to  compute  its  tax 
upon  the  profits  arising  therefrom  in  accordance  with  section  301(c) 
or  that  Act.    (Also  sec.  301.  art.  714.) 


17_20-889. 
O.D.477. 

Under  the  provisions  of  the  Naval  Appropriation  Acts  of  March  4, 
1917,  and  July  1,  1918,  the  President  placed  with  the  M  Company 
orders  for  the  construction  of  certain  ships  necessary  in  the  prosecu- 
tion of  the  war.  By  the  terms  of  these  Acts  compliance  with  all 
such  orders  was  made  obligatory  on  any  person  to  whom  the  orders 
were  ^ven.  Upon  failure  to  comply  therewith  the  President  was 
authorized  to  taKe  inmiediate  possession  of  the  factory  of  such  per- 
son, allowing  such  reasonable  compensation  therefor  as  should  be 
determined  by  the  President.  Contract  forms  forwarded  to  the  M 
Company  in  connection  with  these  orders  were  modified  after  dis-' 
cussion,  and  as  thus  modified  the  orders  of  the  President  were  ac- 
cepted and  duly  executed.  The  Question  presented  is  whether  the 
obligations  arising  from  these  orders  come  within  the  meaning  of 
the  term  "  Government  contract "  as  defined  in  the  Revenue  Ad  of 
1918  and  as  employed  in  section  801  (c)  thereof. 

It  is  the  opinion  of  the  Bureau  of  Internal  Revenue  that  it  was 
unmistakably  the  intention  of  Congress  that  all  so-called  "order 
contracts  "  made  by  the  President  under  the  provisions  of  the  above 
Acts  between  April  6, 1917,  and  November  11, 1918,  should  come  with- 
in the  meaning  of  the  term  ^  Government  contract ''  as  defined  in  the 
Revenue  Act  of  1918.  No  reason  appears  why  these  order  contracts 
should  be  placed  in  a  different  category  from  other  contracts  merely 
because  they  were  given  under  the  autnority  of  a  statute  providing  a 
penalty  for  failure  to  comply  therewith.  The  national  emergency  ex- 
isting at  the  time  they  were  given  made  it  imperative  that  the  work  of 
the  Government  be  given  precedence  over  all  other  work  aiid  began 
with  the  least  possible  delay.  To  this  end  the  President  by  virtue  of 
law  issued  these  orders  whereby  the  work  was  to  begin  at  once  and 
the  terms  to  be  agreed  upon  at  a  later  date.  The  terms  were  to 
include  such  reasonable  compensation  as  should  be  determined  by 
the  President.  In  this  connection  it  is  to  be  noted  that  the  reason- 
able compensation  as  finally  determined  was  in  reality  a  result  of 
consideraole  and  lengthy  negotiations  between  the  contractors  and 
the  Government.  The  parties  concerned  were  given  freedom  pf  agree- 
ment and  a  right  to  protest  against  any  of  the  terms  that  may  nave 
been  set  forth.  They  were  at  liberty  to  sign  the  contracts  as  finally 
drawn  or  not,  as  they  saw  fit.  In  case  the  contracts  were  not  signed, 
a  wav  was  left  open  whereby  a  different  settlement  could  be  reached. 
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This  Bureau  is  therefore  of  the  opinion  and  holds  that  the  con- 
tracts made  on  Executive  order  between  April  6,  1917,  and  Novem- 
ber 11,  1918,  in  accordance  with  the  Naval  Appropriation  Acts  of 
March  4, 1917,  and  July  1, 1918,  are  Government  contracts  within  the 
meaning  of  the  Revenue  Act  of  1918,  and  profits  derived  therefrom 
are  tax^le  as  provided  in  section  301(c)  of  that  Act. 


Title  II.— INCOME  TAX. 
Part  I. — General  Provisions. 

SECTION  200.— DEFINITIONS. 

Section  200,  Articlb  1523:  Personal  service  1-19-135. 

corporation.  T.  B.  M.  9. 

A  claim  for  assessment  as  a  personal  service  corporation  should 
be  denied  where  the  income  of  the  corporation  is  derived  entirelv 
as  a  result  of  the  ownership  of  certain  property  (such  as  patents) 
and  is  in  no  sense  derived  from  the  personal  activities  of  any  of  the 
stockholders. 


29-19-622. 
A.  Hi.  S.  7. 

A  freight-forwarding  business  which  advances  various  costs  of 
carriage  is  not  to  be  classed  as  a  corporation  with  nominal  capital 
under  the  provisions  of  section  209,  Revenue  Act  of  1917. 


7-20-736. 
A.  E.  R.  24. 

A  corporation  conducting  a  commercial  school  which  has  both 
home  study  and  resident  instruction  departments,  but  which  does 
not  lodge  or  board  any  of  its  students,  and  where  the  principal 
owners  give  all  their  time  and  attention  to  the  preparation  of  courses, 
syllabus  of  work,  inspection  of  higher  lessons  and  settling  points  in 
dispute,  and  where  capital  is  not  a  material  income  producing  factor, 
is  properly  classified  as  taxable  under  section  209  of  the  Revenue  Act 
of  1917  and  as  a  personal  service  corporation  under  the  Revenue  Act 
of  1918. 


13-20-802. 
A.  R.  R.  46. 

The  business  of  the  M  corporation  is  insurance  brokerage  and  aver- 
age adjusting,  principally  m  connection  with  marine  insurance.  It 
was  formed  by  a  consolidation  of  several  firms  engaged  in  the  same 
line  of  business.  None  of  these  firms  contributed  any  capital  or  any 
tangible  assets  except  some  office  furniture.  Both  preferred  and  com- 
mon stock  were  issued  in  comparatively  large  amounts.  The  pre- 
ferred stock  was  issued  to  the  directors  at  par  in  order  to  secure 
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funds  ior  payment  of  expesfies  and  advance  to  directors  in  antici- 
pation of  earnings.  The  conunon  stock  was  issued  to  the  members 
of  the  constituent  firms  for  an  arbitrary  amount  merely  as  a  basis 
for  the  apportionment  of  future  earnings.    It  represented  no  tangible 

Sroperty  and  bos'e  no  relation  to  aii^  estimated  value  of  good  will. 
[  o  common  stock  could  be  held  by  anyone  not  an  officer,  director^  or 
employee  of  the  company. 

All  the  directors  are  actively  ^igaged  in  the  business  of  the  corix)- 
ration.  No  substantial  amount  of  capital  is  employed  to  lend  to  cus- 
tomers or  to  buy  or  carry  goods  for  the  corporation  or  to  buy  insur- 
ance for  its  clients;  nor  are  the  accounts  of  its  clients  or  customers 
financed  or  carried  to  any  substantial  extent..  Ninety-five  per  cent 
of  the  gross  income  is  derived  from  personal  services  rendered  by  the 
owners  or  principal  stoekholi^rs  of  the  corpocatioB. 

Held  that  this  corporation  is  a  personal  service  corporation  within 
the  meaning  of  section  200  of  the  Bevenue  Act  of  1918,  and  that  iL> 
excess  profits  tax  for  1917  should  be  computed  at  the  8  per  cent  rate 
imposed  by  section  209  of  the  Kevenue  Act  of  1917. 

Several  branches  of  this  company  eing&ged  in  the  same  kind  of 
business  were  separately  incorporated.  Under  the  provisions  of  the 
l^t  part  of  article  1524,  Regulations  45^  the  subsidiary  corporations 
would  be  debarred  from  personal  service  classification,  although 
they  satisfy  all  other  requirements  for  such  classification.  Recom- 
mended that  article  1524  be  so  modified  as  to  allow  both  a  parent 
corporation  and  its  subsidiaries  to  be  classed  as  personal  service  cor- 
porations provided  they  satisfy  all  other  requirements  of  law  anJ 
regulations  for  such  classification.     (Also  art.  1524.) 


Section  200,  Article  1524:  Personal  service  1-19-4. 

corporation :  certain  corporations  excluded.  O.  D.  1. 

Section  200  of  the  Revenue  Act  of  1918  excludes  from  personal 
service  classification  a  corporation  50  per  cent  or  more  of  whose  gross 
income  consists  of  gains^  profits,  or  income  derived  from  trading  as 
a  principal.  It  does  not  necessarily  follow,  however,  if  50  per  eeut 
or  more  of  the  ^ross  income  was  derived  from  the  personal  service 
phase  of  the  business  that  the  eorporation  may  claim  personal  service 
classification. 

Section  900,  Articlb  15So:  Pwsonal  serrkee  19-19-492. 

rendered  by  personal  service  corporation.  T.  B.  R.  58. 

A  corporation  engaged  in  the  business  of  retailing  automobiles, 
whose  stock  is  owned  by  two  stockholders  actively  engaged  in  the 
business  as  principal  salesmen,  there  being  but  one  other  salesman, 
is  not  entitled  to  he  classified  as  a  personal  service  corporation,  be- 
cause the  business  is  that  of  the  ordinary  commercial  enterprise,  in 
which  capital  is  a  material  factor  in  the  conduct  of  the  business. 
(Also  sec.  27,  art.  901.) 

6^0-724. 
A.ILS.23. 

A  so-called  commission  business  in  which  it  appears  clear  that  the 
taxpayer  has  title  to  the  merchandise  sold  and  is  liaUe  to  the  con- 
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signor  for  the  selling  piiee  cftB  not  be  regarded  as  coming  within  the 
scope  of  section  209  of  the  Revenue  Act  of  1917,  even  though  the 
merchandise  is  rebiUed,  in  part  at  least,  at  a  price  which  represents 
merely  the  addition  of  commissi<His  in  lieu  of  trading  profits. 


REVENUE  ACT  OF  1917.  17-20-880. 

A.  R.  M.  42. 

A  was  a  consignee  agent  in  the  United  States  for  a  foreign  corpora- 
tion for  a  number  of  years.  Later  the  agency  was  incorporated  in 
the  United  States  with  a  nominal  capital  stock,  the  shares  being  at 
all  times  owned  or  controlled  by  A,  who  continued  in  the  active 
management  of  the  agency  as  before  it  was  incoi'porated.  The  in- 
come  of  the  agency  is  commissions  only,  the  foreign  corporation 
merely  shipping  its  product  to  the  agency  and  paying  all  charges 
against  the  consigned  goods.  The  incorporated  agency  acts  also  as 
selling  agent  for  a  domestic  corporation,  receiving  from  this  source 
also  only  commissions  on  sales.  The  agency  carries  no  goods  on  its 
own  account  for  either  of  the  corporations  and  does  not  in  any 
instance  acquire  title  to  the  products  handled.  It  has  never  had 
any  plant,  stock  of  merchandise,  nor  tangible  assets  except  office 
equipment. 

It  does  not  appear  that  trading  as  a  principal  enters  into  the 
transactions  in  any  degree  except,  perhaps,  in  one  isolated  transac- 
tion during  the  war.  The  a^ncy  settles  directly  with  the  seller, 
but  it  is  to  be  expected  that  in  any  agency  arrangement  all  settle- 
ments will  naturally,  if  not  of  necessity,  be  made  through  such 
agency. 

The  records  show  that  the  accounts  receivable  disclosed  by  the 
balance  sheet  are  for  the  account  of  the  consi^or  firms,  and  that 
the  accounts  payable  were  due  the  consignors  fSr  amounts  collected 
for  their  account.  The  large  cash  surplus  on  hand  is  explained  as 
due  to  the  fact  that  A  himself  owns  or  controls  the  entire  capital 
stock. 

Held  that  the  incorporated  agency  is  a  personal  service  corporation, 
having  not  more  than  a  nominal  capital,  and  that  its  excess  profits 
tax  for  1917  ^ould  be  determined  under  section  209  of  the  Revenue 
Act  of  1917. 

Section  200,  Asticls  1526:  Personal  services  1  1^5. 

rendered  by  personal  serrice  oorporation : .  O.D.2. 

more  than  one  business. 

A  sanitarium  owned  and  operated  by  doctors,  who  in  addition  to 
selling  their  services  derive  income  from  the  buildings  and  grounds 
by  housing  patients,  can  not  be  termed  a  corporation  within  the  per- 
sonal service  class,     (Also  art.  1532.) 


Section  200,  Article  1588:  "Taxable  year,*^  1-19-8. 

«  withholding  agent,''  and  "  paid.'^  S.  980. 

The  first  taxable  year  of  a  corporation  organized  in  19^18  which 
estabHsbed  a  recognized  fiscal  year  not  ending  in  1918  after  its 
organization  is  its  fiscal  year  ending  in  1^19. 
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SECTION  201.— DIVIDENDS- 


SECTION  201,  Article  1541 :  Dividends. 

(See  2-19-140;  sec.  213(a),  art.  52.)     Dividends  paid  in  one  year 
but  not  actually  received  by  stockholders  until  the  succeeding  year. 


(See  12-19-^398 ;  sec.  213  (a) ,  art  31.)  Effect  on  stockholders  gross 
income  of  dividends  legally  declared  and  paid  in  1918  and  subse- 
quently after  the  passage  of  the  Revenue  Act  of  1918,  repaid  to  the 
corporation  in  1919,  pursuant  to  action  by  the  corporation  purport- 
ing to  rescind  the  declaration  of  the  dividend.  (But  see  20^19-502, 
sec.  201,  art.  1541.) 

T.  B.  R.  45. 

A  cash  dividend  paid  in  1916  by  a  subsidiary  to  parent  corpora- 
tion, its  sole  stockholder,  is  taxable  under  the  Kevenue  Act  of  1916 
to  the  extent  that  such  dividend  was  paid  from  surplus  earned  after 
March  1, 1913  (1916  law  only). 


20-19-502. 
T.  B.  M  77. 

A  dividend  declared  and  paid  by  a  corporation  was  in  part 
illegal,  inasmuch  as  it  exceeded  tne  true  earnings,  and  the  corporation 
later  rescinded  it  To  the  extent  that  the  corporation  had  a  legal 
right  to  force  rescission  and  repayment  of  such  dividend,  and  such 
rescission  and  repay^ment  were  actually  made,  the  rescinded  dividend 
should  not  be  considered  income  to  the  stockholders  for  the  purpose 
of  taxation.  (Also  sec.  213(a),  art  31.)  (See  12-19-398,  sec.  213(a), 
art  31.) 

21-19-.520. 
T.  B.  R.  60. 

Distributions  to  a  domestic  corporation,  a  stockholder  in  a  foreign 
corporation  deriving  no  income  from  sources  within  the  United 
States  during  the  year  1917,  of  profits  or  surplus  accumulated  by 
such  foreign  corporation  prior  to  the  year  1917,  are  not  taxable  to  the 
domestic  corporation  at  the  rates  prescribed  for  the  year  1917,  and 
are  not  subject  to  the  excess  profits  tax  imposed  by  Title  II  of  the 
Revenue  Act  of  that  year.  (Also  sec.  213(a),  art  31;  sec  233,  art. 
541 ;  sec  320,  art.  801.) 

22-19-629. 
T.  B.  R.  63. 

Where  the  directors  of  several  subsidiary  companies  in  1914  voted 
large  dividends  payable  in  cash  and  also  at  the  same  meetings  au- 
thorized increases  in  the  capital  stock  in  amounts  equal  to  the  cash 
dividends  declared  and  all  of  the  stockholders  agreed  to  purchase 
the  new  stock  issue  with  these  dividends,  the  entire  transaction  being 
merely  an  exchange  of  checks,  the  dividends  are  held  to  be  cash  divi- 
dends and  taxable  as  such  under  the  Revenue  Act  of  1913. 
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25-19-579. 
O.  932. 

A  stockholder  who  has  received  payments  from  a  corporation 
because  of  his  stock  ownership  in  such  corporation,  which  payments 
were  not  subject  to  a  formal  declaration  of  dividends  at  the  time 
they  were  made,  and  which  were  not  then  entered  on  the  corporation's 
books  against  surplus  accrued  prior  to  March  1,  1913,  is  required  to 
return  such  distribution  of  corporate  profits  as  dividends  and  pay 
the  income  tax  thereon  pursuant  to  article  107,  Begulations  83,  re- 
vised, and  T.  D.  2659. 

The  formal  declaration  of  such  dividend  by  the  directors  of  the 
corporation  at  a  date  one  year  after  the  dividend  had  been  paid  and 
subsequent  entri^  made  oi^  the  books  of  the  corporation  do  not  have 
the  enect  of  relieving  the  taxpayer  of  tax  on  such  dividends.  (Over- 
ruling O.  272.) 

m 

Section  201,  Akticxe  1542:  Presumption  as  1-19-8. 

to  source  of  distribution.  O.  D.  4. 

Section  201  (e)  o|  Title  II  of  the  Revenue  Act  of  1918  should  be 
literally  construed,  and  "the  first  60  days  of  iany  taxable  year'^ 
includes  March  1,  except  during  a  leap  year. 


1-19-9. 
O.  D.  5. 

The  60-day  provision  of  section  201(e)  of  the  Revenue  Act  of 
1918  is  not  for  the  purpose  of  determining  the  rates  of  tax  to  be  paid 
b^  the  shareholders,  but  is  for  the  purpose  of  allowing  the  corpora- 
tion to  determine  the  earnings  from  which  the  dividend  is  paid. 


6-1&-266. 
O.  D.  163. 

A  dividend  will  be  deemed  to  have  been  paid  out^  of  current 
earnings  to  the  extent  possible,  and  taxable  to  the  recipient  accord- 
ingly, notwithstanding  that  there  is  an  actual  impairment  of  capital 
and  the  books  show  an  apparent  surplus  based  on  an  arbitrary  valua- 
tion of  good  will,  trade-marks,  etc. 


12-19^95. 
T.  B.  R.  43. 

Where  a  corporation  has  profits  accumulated  to  March  1,  1913, 
but  none  accumulated  between  that  date  and  January  1,  1918,  and 
pays  dividends  during  the  first  60  days  of  1918,  such  dividends  will 
be  deemed  to  have  been  paid  from  earnings  or  profits  accumulated 
after  December  31,  1917. 

(See  28-19-652;  sec.  325,  art.  813.)  Repayment  to  principal 
stockholder  of  paid-in  surplus. 
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O.  D.  360. 

The  term ''  distribution  "  as  used  ia  section  201  (b)  of  the  Act  means 
tbe  delivery  or  trausfer  of  propertv  by  a  corpoaration  to  its  stock- 
holders. Whether  any  distribution  &y  a  corporation  is  to  be  deemed 
to  have  been  ntade  Irom  earnings  or  profits  depends  npon  the  facts 
in  each  case.  However,  the  term  "  distribution  ^  as  used  in  section 
201(b)  of  the  statute  do^not  contemplate  tlve  payments  made  by  a 
corporation  to  its  stockliolders  in  retiring  its  own  stock  if  the  liquida- 
tion of  the  stock  was  in  pursuance  of  an  obligation  arising  oat  of 
the  stock  contract,  unless  it  appears  that  the  corporation  had  the 
option  of  distributing  its  assets^  with  a  debit  to  capital  stock  account 
or  to  surplus  account.  However,  inasmuch  as  a  reUrement  of  capital 
stock  would  indicate  that  additional  capital  was  no6  re<iuii*ed,  any 
retirement  of  common  stock  leaving  tne  surplus  staB<i  would  be 
regarded  by  this  office  as  making  the  corporation  one  coming  within 
the  provisions  of  section  220  of  the  Revenue  Act  of  1918.  (Also  sec. 
220,  art  351.) 

Section  201,  Artiglb  1544:  ISvid«icfe  paid  in    ^  5-1^243. 

property;  O.  IX 152. 

Where  a  national  bank  utilized  a  portion  of  its  undivided  profits 
in  the  creation  of  a  savings  bank  and  trust  company,  the  stock  of 
said  savings  bank  and  trust  company  being  issued  in  the  names  of 
trustees  for  all  shareholders  of  the  national  hank,  and  the  certificates 
of  stock  of  the  national  bank  showing  on  the  face  thereof  that  the 
holders  are  entitled  to  their  pro  rata  share  of  the  capital  stock  of 
the  savings  bank  and  trust  companv,  the  stockholders  would  be 
deemed  to  have  received  a  cJividend  m  specie  and  would  be  liable 
for  tax  on  the  value  of  certificates  of  stock  in  the  new  cori)oration 
received  by  them. 

17-19-4G9. 
O.  D.  262. 

When  dividends  are  paid  in  Liberty  bonds  having  a  market  value 
below  par  the  difference  between  par  and  market  is  not  an  alliow- 
able  deduction  for  income  tax  purposes.    (Also  sec.  284.  art.  561.) 


lT-20-883. 
O.  D.  471. 

A  corporation  declared  a  dividend  payable  in  interest-bearing 
promissory  notes.  The  notes  constitute  taxable  income  to  the  recip- 
ients to  the  extent  of  their  market  value  at  the  time  of  issuance. 
Subsequent  disposition  o£  the  notes  by  sale,  or  snrrendeF  for  cash, 
may  result  in  either  a  taxable  gain  or  a  deductible  loes.  (Also  sec. 
213(a),  art.  31.) 

1-19-7. 
Section  201,  Article  1545 :  Stock  dividends.  T.  B.  R.  3. 

Under  the  Revenue  Act  of  1917  stock  dividends  paid  during  any 
taxable  year,  and  under  the  Eevenue  Act  of  1918  stock  dividends  paid 
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after  the  first  60  days  of  any  taxable  year,  shall  be  deemed  to  have 
been  paid  from  the  most  recently  accumulated  earnings  or  profits, 
but  the  payment  of  a  stock  dividend  has  no  effect  upon  the  amount 
of  invested  capital.  The  distribution  of  a  stock  dividend  is  in  effect 
a  capitalization  of  current  earnings  or  of  earned  surplus  on  hand 
at  the  beginning  of  the  year.  The  capitalization  of  current  earnings 
does  not  increase  the  invested  capital,  and  the  capitalization  of 
surplus  on  hand  at  the  beginning  of  the  year  does  not  decrease  the 
invested  capital.     (Also  sec.  826,  art.  859.) 


11-19-368. 
S.  1081. 

Where  a  stockholder  claims  he  is  not  subject  to  income  tax  upon  a 
stock  dividend  received  in  1916,  on  the  gi*ound  that  such  dividend 
was  declared  from  a  surplus  created  by  the  capitalization  of  the  good 
will  of  the  corporation,  and  the  claim  is  not  supported  by  contem- 
poraneous records  of  the  corporation,  showing  that  such  dividend 
was  declared  from  such  surplus  and  by  pi*oofs  that  the  accounts  of 
the  corporation  are  in  accordance  with  such  records,  the  claim  can 
not  be  allowed.  It  is  indispensable  in  any  such  case  that  the  proof 
shall  disclose  from  the  time  of  the  creation  of  the  surplus  by  the  capi- 
talization of  good  will  continuously  the  item  of  capitalized  good  will 
against  which  stock  dividends  are  sought  to  be  declared.  In  anv 
case  where  the  surplus  account  does  not  show  such  item  of  good  will, 
but  commingles  the  capitalized  good  will  with  undivided  profits  and 
earned  surplus,  it  is  clear  that  stock  dividends  declared  out  of  such 
surplus  account  are  not  exempt  from  taxation.  (Provisions  of  Reve- 
nue Act  of  1917  are  not  here  considered.) 


Section  201,  Article  1547:  Sale  of  stock  re-  80-19-634. 

ceived  as  dividends.  A.  R.  R.  6. 

Treasurv  Decision  2734  is  in  accordance  with  the  holding  of  the 
Supreme  Court  in  the  Toxone  v.  Eisner  case  (245  U.  S.  418),  and  lays 
down  a  correct  method  for  determining  the  profit  on  stock  held  on 
March  1,  1913,  on  which  a  stock  dividend  has  subsequently  been 
received.     (Also  sec.  202,  art.  1561.) 


Section  201,  Akticle  1548:  Distribution  in 
liquidation. 

(See  2-19-141;  sec.  213(a),  art.  52.)     Distribution  in  liquidation 
extending  over  two  years  for  which  tax  rates  differ. 


(See  30-19-635;-  sec.  213(a),  art.  52.)  Liquidation  distributions 
made  in  installments. 

(See  16-20-874;  sec.  218'(a),  art.  62.)  Computation  of  profit  to 
stockholders  where  a  corporation  in  liquidation  assigns  its  assets 
to  trustees  who  make  distributions  in  installments. 
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A.  R.  B.  67. 

A  corporation  in  liquidation^  turned  over  its  assets  to  the  executor 
of  an  estate  to  which  it  was  indebted  and  which  owned  all  of  its 
outstanding  capital  stock.  Any  excess  in  the  value  of  the  assets  so 
received  over  the  indebtedness  of  the  corporation  to  the  estate  plus 
the  value  of  the  stock  at  the  time  of  the  owner's  death  constitutes 
profit  subject  to  both  normal  tax  and  surtax  in  the  hands  of  the 
executor  of  the  estate.  (Also  sec.  219,  art  341.) 


17-20-878. 
A.  R.  R.  69. 

A  and  B,  who  owned  practically  all  the  stock  of  a  corporation,  de- 
cided to  liouidate  the  corporation,  and  accordingly  distributed  to 
the  stockholders  the  assets  capable  of  segregation  and  distribution. 
It  was  not  claimed  that  the  distribution  was  a'  final  liquidating  divi- 
dend ;  in  fact,  the  balance  sheets  of  the  corporation  from  the  time 
of  distribution  to  1918  show  the  original  capital  stock  remaining 
intact. 

Held,  that  this  case  is  controlled  by  the  decision  of  the  United 

States  Supreme  Court  in  Lynch  v.  Hornby  (247  U.  S.  339;  T.  D. 

fJ731)  rather  than  the  decision  of  the  same  court  in  Lynch  v.  Turmh 

(247  IT.  S.  221;  T.  D.  2729),  and  that  the  dividends  distributed  were 

jmbject  to  tax. 

SECTION    202.— BASIS    FOR    DETERMINING 

GAIN  OR  LOSS. 

Section  202,  Abticlb  1561 :  Basis  for  determin-  1-19-10. 

ing  gain  or  loss  from  sale.  S.  927. 

Where  a  taxpayer  manufactures  property  and  keeps  it  on  hand 
for  a  number  of  years,  until  it  is  sold  in  the  taxable  year  1918,  the 
gain  derived  is  the  diiference  between  the  selling  price  and  the  cost, 
if  acquired  after  February  28, 1918,  or  if  acquired  prior  to  March  1, 
1913,  the  fair  market  value  as  of  that  date ;  or  the  difference  between 
the  sellinff  price  and  the  inventory  value  of  the  goods  at  the  be- 
ginning or  the  taxable  year,  on  the  inventory  basis  regularly  followed 
by  the  taxpayer ;  that  is,  either  an  inventory  basis  of  cost  or  an  in- 
•'entory  basis  of  cost  or  market  value,  whichever  is  lower.  It  is  not 
permissible  to  use  market  value  except  when  it  becomes  material  in 
taking  inventory  on  the  basis  of  cost  or  market  value,  whichever  is 
lower.     (Also  sec.  203,  art.  1582.) 


1-19-11. 
O.  D.  6. 

In  the  case  of  an  estate  which  on  March  1,  1913,  owned  a  claim 
against  some  individual  or  business  or  Government  organization, 
the  difference  between  the  amount  received  in  payment  of  the 
claim  and  the  actual  value  of  the  claim  March  1, 1913,  is  either  gain 
or  loss,  as  the  case  may  be,  to  be  reported  in  the- return  for  the  year 
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in  "which  the  claim  was  settled.  Interest  accrued  on  the  claim  from 
March  1,  1913,  to  date  of  settlement  is  taxable  income  to  the  estate. 
If  payment  was  received  in  securities  which  can  be  proved  to  have 
been  worth  less  than  face  value,  the  amount  to  be  reported  as  taxable 
incoiae  is  reduced  accordingly.  If  the  securities  are  sold,  taxable  in- 
come will  be  realized  or  a  deductible  loss  sustained  to  the  extent  of 
the  difference  between  the  amount  received  from  the  sale  and  the 
actual  value  of  the  securities  at  the  time  acquired.    (Also  art.  1568.) 


1-19-12* 
O.  D.  7. 


In  general,  value  as.  at  March  1,  1913,  of  property,  real,  personal, 
or  mixed,  may  be  established  by  consideration  of  bona  fide  transac- 
tions in  like  property  occurring  on  or  about  March  1,  1913,  together 
with  all  other  facts  pertaining  to  such  value. 


5-19-245. 
S.  1003. 

Where  a  taxpayer  takes  inventories  on  the  basis  of  cost  or  market 
price,  whichever  is  lower,  goods  which  were  acquired  before  March  1, 
1913,  will  be  inventoried  at  the  market  value  oh  March  1,  1913.  or  at 
the  market  price  at  the  time  of  the  inventory,  whichever  is  lower. 
(Also  sec.  203,  art.  1582.) 

17-19-470. 
O.  880. 

For  the  purpose  of  determining  gain  or  loss  resulting  from 
the  sale  of  a  homes(?ead  upon  which  entry  had  been  made  prior  to 
March  1,  1913,  and  patent  acquired  subsequent  to  that  date,  the 
entryman  will  be  regarded  as  having  acquired  the  property  prior  to 
March  1,  1913,  and  the  fair  market  price  or  value  of  the  property 
on  that  date  shall  be  taken  as  the  basis. 


19-19-493. 
T.  B.  M.  73. 

In  the  year  1900  a  taxpayer  purchased  two  shares  of  corporate 
stock  for  an  aggregate  amount  of  52.r  dollars,  and  in  1915  sold  the 
same  shares  for  36a7  dollars.  On  March  1,  1913,  this  stock  was 
quoted  at  24aj  dollars.  The  taxpayer  claims  that  he  is  entitled  to  a 
deduction  for  loss  upon  the  sale  of  stock  to  the  extent  of  the  pro  rata 
part  of  the  reduction  from  cost  to  sale  price  attributable  to  the  period 
after  March  1,  1913. 

The  excess  of  the  proceeds  of  a  sale  in  the  year  1915  of  stock 
acquired  by  the  taxpayer  prior  to  March  1,  1913,  over  the  market 
value  of  such  stock  on  March  1,  1913,  determined  according  to  "the 
best  evidence  obtainable,"  is  income  for  such  taxpayer  for  the  year 
1915,  regardless  of  the  fact  that  the  sale  price  of  such  stock  was  less 
than  the  cost  of  such  stock  to  the  taxpayer. 


(See  24r-19-558;  sec.  212,  art.  23.)     Gain  or  loss  from  short  sales 
of  stock  before  transaction  is  closed. 
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(See  80-19--634;  sec.  201,  art.  1547.)    Determination  of  gain  or  loss 
on  sale  of  stocks  received  as  a  diWdend. 


(See  1-20-656;  sec  21Z(B,)y  art.  33.)  Determination  of  market 
value  of  property. 

9-20-7W, 
A.  E.  B.  33. 

The  value  of  shares  of  stock  as  at  March  1,  1913,  should  be  deter- 
mined on  the  basis  of  market  quotations  as  at  that  date  instead  of 
book  values. 


10-20-777. 
A.  R  M.  34. 

Methods  suggested  for  use  in  determining  the  value  of  intangible 
assets.  (Also  sec.  213(a),  art.  41*  sec.  214(a)  8,  art.  163.)  (Memo- 
randum published  in  full  on  page  5  of  Bulletin  No.  10-20.) 


13-20-803. 
O.  D.  418. 

The  stockholders  of  one  of  several  banks  which  were  consolidated 
received  in  exchange  for  their  shares  of  stocky  stock  of  the  consoli- 
dated bank  of  no  greater  aggregate  par  value  than  their  shares  in  the 
old  bank.  Bonds  purchased  by  the  old  bank  subsequent  to  March  1, 
1913,  at  80  were  taken  over  by  the  consolidated  bank  at  70  and  later 
sold  by  it  at  80.  Held  under  the  circumstances  that  there  was  for 
income  tax  purposes  no  realization  of  gain  or  loss  at  the  time  of 
consolidation  to  either  the  old  bank  or  its  ^ockholders;  neither  did 
the  consolidated  bank  realize  any  profit  on  the  sale  of  the  bonds, 
since  it  should  have  taken  u]^  the  oon^  on  its  books  at  the  same 
figure  at  which  they  were  carried  by  the  old  bank.    {Also  art.  1567,) 


(See  17-20-887;  sec.  233,  art.  544.)    Gain  or  loss  on  sale  of  bonds 
purchased  at  a  premium  or  a  discount. 


Secttox  202,  Article  1562:  Sale  of  property 

acquired  by  gift  or  bequest. 

(See  3-19-108;  sec.  219,  art^  341.)     Amount  taxable  in  case  secu- 
rities held  in  trust  for  a  beneficiary  are  sold. 


80-l»-63l 
A^RM,7. 

The  appraised  value  of  stock  as  at  the  time  of  the  creation  of  a 
trust  estate,  by  appraisers  of  a  State  court,  creates  a  presumption 
only  that  the  stock  is  of  the  appraised  value;  this  presumption  may 
be  rebutted  by  competent  evidence  to  the  effect  that  the  stock  was 
of  another  value  than  that  appraised. 
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&-20-712. 
O.  D.  38G. 

The  bffcsis  lor  det^muaojo^  gain  or  loss  from  the  sale  of  a  homesteai.1 
acquired  from  the  GroTenunent  will  be  the  fair  mai^et  Talue  of  the 
h<miestead  at  thjo  date  of  its  aeqoisition  or  the  value  at  March  1, 1913, 
if  acquired  prior  to  that  date. 

The  date  of  acquisition  of  a  homestead  acquired  by  public  grant  is 
the  date  of  entry  upon  the  land.  The  taxpayer  will  not  be  entitled 
to  add  to  the  value  of  the  homestead  the  amount  expended  for 
relinquishment  in  order  to  clear  the  Land  Office  records,  nor  any 
fees  paad  tcK  the  Government,  but  the  cost  of  iiaprov^aieBts.  may  be 
added  to  the  vaUie  as  of  the  (^te  of  ae^pusitioiL 


0. 1012. 

In  computing  gain  or  loss  on  a  sale  of  stock  by  trustees  under  a 
will,  the  value  of  the  stock  at  the  date  of  the  testator's  death  should 
te  used  as  the  starting  point  rather  than  the  value  of  such  stock  at 
the  date  of  distribution;  to  the  trustees. 

Any  gain  realized  on  sud)  a  sale  must  be  reported  as  taxable 
mcome  by  the  trusteesy  who  will  also  be  required  ta  pay  the  tax  due 
thereof  The  fact  that  at  some  uncertain  date  in  the  future  the 
corpus  of  the  estate^  including  the  acciu2>ulation  of  income  of  a  cer- 
tain character  will,  if  it  is  then  in  existence,  be  paid  over  to  exempt 
corporations,  does  not  relieve  the  tnistees  from  the  obligation  of 
paying  the  tax.  The  statute  imposes  the  tax  upon  all  trust  estates. 
No  express  exemption  of  trustees  who  are  to  hold  income  for  future 
distribution  ta  exempt  corporations  appears  in  th^gstatute.  (Also 
see.  219,  art.  842.)  

Sectiox    202,   ARTICLE    1563::    Exchanges    of  7-20-737. 

property.  T.  D.2971. 

liegulaticms  45  are  hereby  amended  by  substituting  for  article  15Cr> 
as  it  now  staada  the  following : 

Abt.  1563.  Exchanges  of  property. — Gain  or  loss  arising  from  the  acQulsi* 
tion  and  subsequent  disposition  of  property  is  realized  wlien  as  the  result  of  a 
transaetion  between  the  owner  and  another  person  the  property  is  converted 
into  cash  or  into  property  (o)  that  is  essentially  different  from  the  property 
disposed  of  and  (6)  that  has  a  market  value.  In  other  words,  both  (a)  a 
changje  In  sub»tanee  and  net  merely  In  form,  ami  (?0  a  change  into  the  equiva- 
lent of  eaah*.  are  reqnived:  to  complete  or  eV»Be  a  traoBaction  from  which  income 
may  be  realized^  By  way  of  Illustration,  tf  a  man  owning  10  shares  of  listed 
stock  exchanges  his  stock  certificate  for  a  voting  trust  certificate,  no  Income 
is  realized,  because  the  conversion  is  merely  in  form;  or  if  he  exchanges  hl» 
stock  for  stock  in  a  small,  closely  held  corporation,  no  Income  Is  realized  if 
the  new  stock  has  no  market  value,  although  the  conversion  is  more  than 
formal ;  but  if  he  exchanges  his  stock  for  a  Liberty  bond,  income  may  be  real- 
ized, because  the  conversion  is  Into  independent  property  having  a  market  value. 
"  Market  value  "  Is  the  price  at  which  a  seller  willing  to  sell  at  a  fair  price 
and  a  buyer  wlHing  to  buy  at  a  fair  price,  both  having  reasonable  knowledge  of 
the  facts,  will  trader  Froperty  received  in  exchange  for  other  property  has  no 
'*  fair  market  vakie  "  fer  the  purpose  of  determining  gala  or  l08s  resulting  from 
soeh  exchange  when,  owing  to  the  condition  of  the  market,  there  can  be  no 
reasonable  expectation  that  the  owner  of  the  property,  though  wishing  to  sell 
and  any  person  wishing  to  buy  will  agree  upon  a  prl<:e  at  whidti  to  trade  anless 
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one  or  the  other  is  under  some  peculiar  compulsion.  It  does  not  foDow  that 
property  has  no  **  frflr  market  value  "  merely  because  there  Is  no  price  therefor 
established  by  public  sales  or  sales  in  the  way  of  ordinary  business.  The 
property  received  in  exchange  may  be  real  estate,  personal  property,  or  a 
chose  in  action.  Where  the  owner  of  a  bond  exercises  the  right,  provided  for 
In  the  bond,  of  converting  the  bond  into  stock  in  the  obligor  corporation,  such 
transaction  does  not  result  in  a  realization  of  profit  or  loss,  the  tran8acti<m  not 
being  closed  for  purposes  of  income  taxation  until  such  stock  is  sold. 


14r-20-821. 
O.  D.  429. 

Under  the  provisions  of  section  202  of  the  statute,  and  in  accord- 
ance with  article  1563  of  Kegulations  45,  the  exchange  of  farm  lands 
in  all  cases  in  which  the  farm  land  exchanged  has  a  market  value 
constitutes  a  completed  or  closed  transaction  from  which  a  gain  or 
loss  is  Idealized,  even  though  the  land  received  in  exchange  may  be  of 
a  similar  kind  and  of  similar  value. 


Section  202,  Articmj  1564:  Determination  of  6-19-267. 

gain  or  loss  from  exchange  of  property.  T.  B,  R.  25. 

Under  a  financial  reorganization  of  a  corporation  a  holder  of 
bonds  of  such  corporation  who  exchanges  them  for  capital  stock  of 
the  corporation  of  no  greater  par  value  does  not  realize  either  gain 
or  loss. 

19-19-494. 
T.  B.  R.  57. 

The  "fair  nmrket  value"  of  property  is  the  fair  value  of  the 
property  in  monev  as  between  one  who  wishes  to  purchase  and  one 
who  wishes  to  sell,  and  is  the  price  at  which  a  seller  willing  to  seU 
at  a  fair  price  and  a  buyer  willmg  to  buy  at  a  fair  price^  both  having 
reasonable  knowledge  of  the  facts,  will  trade.  It  implies  the  exist- 
ence of  a  public  of  possible  buyers  at  a  fair  price,  and  reco^izes 
that  property  has  no  "  fair  market  value  "  when  market  conditions 
are  such  that  there  would  be  no  trading  in  the  property  in  question 
at  a  fair  priced 

25-19-580. 
O.  D.  308. 

The  exchange  of  old  bonds  of  a  corporation  for  bonds  of  a  new 
issue  having  an  extended  maturity  date  and  bearing  a  higher  rate 
of  interest  does  not  fall  within  the  provisions  of  article  1564(b), 
Regulations  45. 

Section  202,  Articmj  1565 :  Exchange  for  dif-  2-19-143. 

f  erent  kinds  of  property.  O.  D.  98. 

No  taxable  income  accrues  on  an  exchange  of  bonds  purchased 
prior  to  March  1,  1913,  for  57  per  cent  of  the  face  value  of  the  old 
bonds  in  new  bonds  of  the  same  company  and  43  per  cent  in  cash. 
The  cash  should  be  regarded  as  a  return  of  part  of  the  March  1, 1913, 
value  of  the  old  bonds,  and  the  cost  of  the  new  bonds  for  the  purpose 
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of  computing  gain  or  loss  in  case  of  sale  or  other  disposition  of  such 
bonds  will  be  deemed  to  be  the  difference  between  the  cash  received  at 
the  time  of  exchange  and  the  value  of  the  old  bonds  on  March  1, 1913. 


(See  8-19-334;  sec.  326,  art.  836.)  How  gain  or  loss  shall  be  deter- 
mined  where  bondholders  purchased  at  foreclosure  sale  property- 
covered  by  the  mortgage  securing  bonds,  transferring  said  property 
to  new  corporation  in  exchange  for  its  total  authorized  stock  issue. 


4-20-698. 
S.  1294. 

Where  a  corporation  is  insolvent  and  the  bondholders  bid  in  the 
property  at  foreclosure  sale  and,  for  the  purpose  of  reorganization, 
convey  it  to  a  new  corporation,  receiving  in  exchange  for  their 
bonds  stock  of  the  new  corporation  of  the  same  par  value,  a  bond- 
holder may  deduct  as  a  loss,  in  computing  his  net  income  under  the 
Act  of  October  3,  1913,  the  amount  by  which  the  cost  of  the  bonds, 
or  their  fair  market  value  as  of  March  1,  1913,  if  acquired  prior 
thereto,  exceeds  the  fair  market  value  at  the  time  of  the  exchange 
of  the  stock  received  by  him. 


Section  202,  Article  1566 :  Exchange  of  prop-  21-19-621. 

erty  and  stock.  T.  D.  2924. 

Article  1566,  of  Regulations  45,  is  modified  to  read : 

Abt.  1566.  Exchange  of  property  and  stock, — Where  property  is  transferred 
to  a  corporation  in  exchange  for  its  stock,  the  exchange  constitutes  a  closed 
transaction  and  the  former  owner  of  the  property  realizes  a  gain  or  loss  if  the 
stock  has  a  market  value,  and  such  market  value  is  greater  or  less  than  the  cost 
or  the  fair  market  value  as  of  March  1,  1913  (if  acquired  prior  thereto),  of 
the  property  given  in  exchange.  For  the  rule  applicable  where  a  corporation, 
in  connection  with  a  reorganization,  merger,  or  consolidation,  exchanges  prop- 
erty for  stock,  see  article  1567; 


22-19-^30. 
T.  B.  E.  71. 

A  dividend  or  distribution  in  liquidation  made  December  31,  1917, 
by  a  subsidiary  corporation  to  a  parent  corporation  represented  a 
gain  or  loss  to  the  parent  company  for  the  purpose  of  income  tax  in 
the  amount  of  the  difference  between  the  distribution  received  by  the 
parent  company  and  the  cost  to  it  of  the  stock  of  the  subsidiary  com- 
pany, or  its  value  on  March  1,  1918,  if  acquired  prior  thereto.  Such 
gain,  if  any,  is  subject  to  income  tax  rates  applicable  for  the  year 
1917. 


Section  202,  Article  1567 :  Exchange  of  stock  10-19-353. 

for  other  stock  of  no  greater  par  value.  O.  D.  204. 

For  the  purpose  of  determining  whether  any  taxable  income  is 
derived  by  each  individual  stockholder  of  a  corporation  from  such 
transactions  as  described  in  article  1567  of  Regulations  45,  the  phrase 


so 

''  aggregate  par  value  ^  as  used  in  that  article  means  the  aggregate 
par  value  of  stock  of  each  individual  stockholder,  exchanged  for  new 
stock  and  the  aggregate  par  value  of  sudii  new  stock  received  by  each 
individual  stockholder. 

.  12-19-396. 

T,  B.  K.  39, 

Mere  multiplication  of  the  number  of  shares  of  a  corporation 
(resulting  from  the  exchange  of  four  new  shares,  each  having  a  par 
value  of  $25  for  each  old  share  of  $100  par  value)  when  not  accom- 
panied by  conversion  of  surplus  into  capital  stock  or  revaluation  of 
assets,  does  not  give  rise  to  taxable  gain  or  income  to  stockholders 
making  the  exchange. 


21-19-522. 

T.D.3924. 

Article  1567,  of  Regulations  45,  is  amended  to  read  as  follows: 

Art.  1567.  Exchange  of  Htock  for  other  stock  of  no  greater  par  value.— In 
jceneral  where  two  (or  more)  corporations  unite  their  properties  by  either  («) 
the  dissolution  of  corporation  B  and  the  sale  of  Its  assets  to  corporation  A,  or 
(b)  the  sale  of  Its  property  by  B  to  A  and  the  dissolution  of  B,  or  (e)  the  sale 
of  the  stock  of  B  to  A  and  the  dissolution  of  B,  or  (d)  the  merger  of  B  into  A, 
or  (6)  the  consolidation  of  the  corporations,  no  taxable  income  Is  received  from 
the  transaction  by  A  or  B  or  the  stockholders  of  either,  provided  the  sole  con- 
sideration received  by  B  and  its  stockholders  in  (»),  (&),  (c)^  and  (d)  is  stock 
or  secnrities  of  A,  and  by  A  and  B  and  their  stockhc^ders  in  (e)  Is  stoc^  or 
securities  of  the  consolidated  corporation,  in  any  case  of  no  greater  aggregate 
par  or  face  value  than  the  old  stock  and  securities  surrendered.  The  term 
"  reorganization  "  as  used  in  section  202  of  the  statute  includes  cases  of  cor- 
porate readjustment  where  stockholders  exchange  their  stock  for  the  stock  of  a 
holdfiij*  corporation,  provided  the  holding  corporation  and  the  original  corpora- 
tion in  which  it  holds  stock  are  so  closely  related  that  the  two  coriwratlons  are 
affiliated  as  defined  in  section  240(b)  of  the  statute  and  article  688,  and  are 
thus  required  to  file  consolidated  returns.  So-called  " no-par- value  stock" 
ij<sued  under  a  statute  or  statutes  which  require  the  corporation  to  fix  In  a 
certificate  or  on  its  books  of  account  or  otherwise  an  amount  of  capital  or  an 
amount  of  stock  issued  which  may  not  be  impain^  by  the  distribution  of  divi- 
dends will  for  the  purposes  of  this  section  be  deemed  to  have  a  par  value  repre- 
senting an  aliquot  part  of  such  amount,  proper  account  being  taken  of  any  pre- 
ferretl  stock  issued  with  a  preference  as  to  principal.  In  the  case  (if  any) 
in  which  no  such  amount  of  capital  or  issued  stock  is  so  required,  "  no-par- value 
stock  "  received  in  exchange  will  be  regarded  for  purposes  of  this  section  as 
having,  in  fact,  no  par  or  face  value,  and  consequently  as  having  •*  no  greater 
aggregate  par  or  face  value  "  than  the  stock  or  securities  exchanged  therefor. 


SxcTiON  202,  Article  1568:  Detemxination  of  29-1^-^23. 

gain  or  loss  from  subsequent  sale.  O.  D.  335. 

The  word  "or"  as  used  in  the  phrase,  "stock  or  securities"  in 
section  202  fb)  of  the  Revenue  Act  of  1918  is  synonymous  with  the 
word  "  and  "  and  when  taken  in  connection  with  that  section  means 
that  in  case  of  a  reorganization,  merger,  or  consolidation  of  a  cor- 
poration, a  person  may  turn  in  either  stock  or  securities,  or  both, 
and  accept  in  exchange  therefor  either  new  stock  or  securities,  or 
both,  of  no  greater  par  or  face  value,  without  being  liable  for  tax  on 
any  gain  from  such  exchange. 


SI 

4-20-699. 
T. D.  2968. 

Article  1568  of  Regulations  45  is  hereby  amended  to  read  as 
follows : 

Art.  156S.  Determination'  &f  ffain  or  I099  from  8ubsequen4  aale.^^The  new 
stock  and  securities  received  as  described  in  the  preceding  article  take  tlie  place 
of  the  old  stock  and  securities.  For  the  purpose,  therefore,  of  ascertaining  the 
gain  derived  or  loss  sustained  from  the  subsequent  sale  of  any  stock  of  A  or  of 
the  consolidated  corporation,  so  received,  the  original  cost  to  the  taxpayer  or 
the  fair  market  value  as  of  March  1,  1913,  of  the  stock  of  B  or  A  in  respect  of 
whicb  the  new  stock  was  issaedi  less  any  untaxed  distribution  made  to  the 
taxpayer  by  A  out  of  the  former  capital  or  surplus  of  B,  or  by  the  consolidated 
corporation  out  of  the  former  capital  or  surplus  of  A  or  B,  is  the  basis  for  de- 
termining the  amount  of  such  gain  or  )o8&  When  securities  of  a  single  class 
are  exchanged  for  new  .securities  of  the  same  total  par  value  but  of  different 
classes,  for  purposes  of  determining  profit  or  loss  on  subsequent  sale  of  any 
of  the  new  securities,  the  proportion  of  original  cost  (or  value  as  of  Mar.  1, 
1913)  to  be  allocated  to  each  class  of  new  securities  is  that  proportion  which 
the  market  value  of  the  particular  class  bears  to  the  market  value  of  all  securi- 
ties received  on  the  date  of  the  exchange.  For  example,  if  100  shares  of  com- 
mon stock  par  value  $100  "^re  exchanged  for  50  shares  of  preferred  and  50 
shares  of  common  each  of  $100  par  value,  and  the  cost,  of  the  old  stock  was 
$250  per  share,  or  $25,000,  but  the  market  value  of  the  preferred  on  the  date 
of  exchange  was  $110  per  share,  or  $5,500  fbr  the  50  shares,  and  the  market 
value  of  the  commoB  was  $440  per  share,  or  $22»000  for  the  50  shares  of  com- 
mon, one-fifth  of  the  original  cost,  or  $5,000,  would  be  regarded  as  the  cost  of 
the  i3referred  and  four-fifths,  or  $20,000»  as  the  cost  of  the  common.  Similarly, 
the  cost  after  reorganization,  merger,  or  consolidation  of  the  assets  of  A  or  of 
the  consolidated  corporation  is  the  sum  of  the  cost  (or  the  fair  market  value 
as  of  Mar.  1,  1913)  of  the  assets  of  A  and  B  for  the  purpose  of  ascertaining 
the  gain  or  loss  upon  a  subsequent  sale.  The  new  invested  capital  of  A  or  of 
the  consolidated  corporation  is  to  be  determined  as  if  A  and  B  were  rendering 
a  consolidated  return  as  aflillated  corporations.  (See  sees.  240  and  326  of  the 
statute  and  arts.  631-638  and  864-869.) 


Section  202^  Article  1570 :  Readjustment  of  10-19-354. 

partnership  interests.  '  T.  B«  B.  34. 

Where  a  distribution  of  partnership  profits  is  made  in  securities 
carried  in  an  investment  account  by  the  partnei-ship,  first  each  part- 
ner must  be  taxed  on  the  basis  of  his  distributable  share  of  the 
partnership  profits  for  the  year  1917,  which  partnership  profits  will 
be  asceitained  without  claiming  any  loss  with  regard  to  the  unsold 
securities  held  in  the  investment  account  of  the  partnership :  second. 
the  individual  partners  receiving  these  securities  as  a  distribution  or 
partnership  profits  shall  determine  their  future  gain  or  loss  when 
such  securities  are  sold  and  on  the  basis  of  the  cost  of  the  securities 
to  the  partnership  or  their  market  value  on  March  1, 1913,  if  acquired 
before  that  date.    (Also  sec«  218,  art.  B22.) 


SECTION  203.— INVENTORIES. 

Section  203,  Article  1582 :  Valuation  of  inventories. 

(See  1-19-10;  sec.  202,  art.  1561.)    Inventory  values  in  connection 
with  determining  gain  or  loss  on  sale  of  property. 


(See  4-19-211;  sec.  212,  art.  23.)    Estimated  inventories. 
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(See  5-1^245 ;  sec  202,  art.  1561.)    Valuation  of  inventories  in  the 
case  of  goods  acquired  prior  to  March  1,  191^ 


(See  6-19-268;  sec.  212,  art  23.)  Valuation  of  inventories  in  re- 
turns filed  by  farmers. 

6-19-269. 
T.  B.  M.  31. 

A  company  taking  its  inventory  upon  the  basis  of  the  average 
of  the  market  prices  prevailing  over  a  period  of  years  does  not  con- 
form to  the  method  of  computing  inventories  in  accordance  with 
articles  1581-1585,  Regulations  45,  and  it  should  therefore  be  re- 
quired to  file  amended  returns. 


16-19-457. 
T.  B.  R.^. 

The  valuation  of  inventories  upon  the  basis  of  average  cost  is 
not  in  accord  with  the  provisions  of  the  Acts  of  October  3, 1918,  Sep- 
tember 8, 1916,  and  the  Revenue  Act  of  1918,  and  where  used  am^ded 
returns  may  be  required. 

22-19-531. 
T.  B.  E.  65. 

The  base  stock  method  of  taking  inventories  is  not  warranted  by 
the  law  or  the  regulations. 


2-20-668. 
A.  R.  E.  14. 

Approval  of  the  farm-price. method  of  taking  inventories,  which 
method  contemplates  valuation  at  market  less  cost  of  marketing. 

The  following  rules  have  been  adopted : 

{a)  Farmers  at  their  option  may  in  valuing  closing  inventory  for 
the  vear  1919  use  the  farm-price  method. 

(p)  In  the  absence  of  conditions  stated  in  para^aph  (<?)  below, 
those  who  use  this  method  must  bring  in  their  openmg  inventory  for 
1919  at  the  same  value  as  the  closing  inventory  for  1918  (this  being 
the  same  in  effect  as  valuing  the  opening  inventory  on  the  new  basis 
and  crediting  income  with  the  excess  valuation  brought  in).  Other- 
wise in  cases  where  certain  stock  had  been  raised,  and  under  pr^ 
vious  methods  of  reporting,  the  entire  cost  of  raising  had  been 
charged  for  a  number  of  years  against  income,  if  the  beginning  in- 
ventory of  the  year  in  which  the  method  is  changed  were  to  be 
adjusted  without  regard  to  these  deductions — ^that  is,  without  a 
credit  to  income  for  the  value  brought  into  the  new  opening  in- 
ventory that  was  not  in  the  closing  inventory — a  deduction  would  be 
allowed  twice  for  the  same  item  of  cost. 

(c)  If  the  farmer  finds  that  the  treatment  under  paragraph  (b) 
results  in  abnormally  large  income  for  the  year  1919,  by  reason  that 
certain  stock  which  was  on  hand  at  the  beginning  is  still  on  hand  at 
the  end  of  the  year,  then  adjustments  may  be  made  of  taxes,  based 
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on  the  new  method  of  taJdng  inventories,  from  and  including  the 
year  1915  (using  for  that  year  the  same  method  as  suggested  for 
1919  above).  These  adjustments  should  not  be  in  the  form  of 
amended  returns,  but  in  the  form  of  an  adjustment  sheet  attached 
to  the  1919  return. 

3-20-680. 
^       A.  R.  Rm  18. 

Held,  that  tobacco  companies  taking  inventory  on  the  monthly 
average  cost  method,  no  method  more  nearly  approaching  theo- 
retical accuracy  being  practically  possible,  may  continue  to  use 
such  method  in  reporting  for  income  tax.  • 

The  method  followed,  as  understood  by  the  Committee,  is  an  aver- 
age cost  method  and  not  an  average  cost  or  market  method.  Accord- 
ingly, if  the  market  should  be  below  the  average  cost  at  the  close  of 
a  given  year,  the  average  cost  shall  be  the  basis  of  valuation  and  not 
the  lower  market  price.  Companies  adopting  average  cost  method 
of  inventorying  for  income  tax  purposes  should  be  required  to  adhere 
to  that  method  in  future  years.    (Also  art.  1583.) 


(See  5-20-721;  sec.  1,  art.  1510.)     Inventory  value  of  stock  pur- 
chased for  Government  contracts. 


9-20-765. 
A.  R.  M.  33. 

■ 

Liquor  dealers  may  not  omit  from  inventory  as  at  December  31, 
1919,  stocks  of  liquor  then  oh  hand  with  the  understanding  that  if 
the  liquor  is  suteequently  disposed  of  for  value,  the  total  value 
received  would  be  returned  as  income  of  the  year  in  which  the  dispo- 
sition was  made.    (Also  sec.  214(a)  12,  art.  263.) 


13-20-804. 
A.  R.  M.  38. 

A  change  in  basis  of  valuing  inventories  will  not  be  approved  by 
the  Commissioner  of  Internal  Kevenue  if  it  appears  that  the  principal 
reason  for  the  change  is  to  reduce  the  amount  of  tax  payable. 

If  a  request  for  a  change  in  basis  of  valuing  inventories  is  granted, 
it  will  be  unnecessary  either  to  file  amended  returns  for  past  years  or 
to  make  any  change  in  the  opening  inventory  for  the  year  in  which 
the  change  is  made. 

When  such  change  is  necessary  because  in  past  years  inventories 
have  been  valued  on  a  basis  not  permitted  by  regulations  now  or 
then,  amended  returns  from  1915  to  date,  on  one  or  the  other,  of  the 
two  bases  now  authorized,  should  be  filed.  Adjustment  of  any  result- 
ing inequality  of  tax  for  years  prior  to  1915  may  be  made  bv  filing 
with  the  amended  return  for  1915  a  composite  return  for  all  prior 
years  showing  the  net  adjustment  for  prior  years,  the  net  difference 
in  the  tax  liability  for  those  years  to  be  added  or  deducted  in  the 
amended  return  for  1915. 

181208^—20 3 
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Section  208,  Axticle  1588:  Inventories  at  S8-1&-610. 

cost,  O.  D.  826. 

Taxpayers  who  as  a  matter  of  settled  practice  do  not  deduct  cash 
discounts  from  purchases,  but  who  take  the  merchandise  purchased 
into  their  inventories  at  invoice  price  (less  trade  or  other  discounts 
other  than  strictly  cash  discounts),  carrying  the  discounts  in  a  dis- 
count account,  may  not,  in  valuing  their  closing  inventories  for 
income  tax  purposes,  deduct  from  the  invoice  price  of  the  merchan- 
dise on  hand  at  the  close  of  the  taxable  year  the  average  amount  of 
cash  discount  received  on  such  merchandise ;  neither  may  the  amount 
of  cash  discount  earned,  to  be  reported  as  incc«ne,  be  decreased  by  an 
amount  representing  the  estimated  cash  discount  received  on  mer- 
chandise on  hand  at  the  close  of  the  year.    (Also  sec  213  (a) ,  art  35.) 


SacrnoN  203,  AunciiB  1585 :  Inventories  by  1-19-14. 

dealers  in  securities.  O.D.8. 

A  dealer  in  securities,  as  referred  to  in  section  203,  article  1585, 
Kegulations  45,  may  inventory  his  unsold  securities  on  hand  at 
the  beginning  and  end  of  the  taxable  year,  either  (a)  at  cost  or  (b) 
at  cost  or  market  value,  whichever  is  the  lower,  and  such  inventory 
may  be  taken*  into  consideration  in  arriving  at  income  tax  liability 
Where,  however,  a  taxpayer  is  not  a  dealer  in  securities,  the  market 
value  of  Liberty  loan  bonds  held  by  him  is  not  to  be  taken  into 
consideration  as  income  tax  liability,  and  any  profit  or  loss  in  con- 
nection with  the  bonds  is  to  be  accounted  for.  in  the  year  the  bonds 
are  disposed  of. 

(See  24r-19-^58;  sec  212,  art.  23.)  Inventory  not  applicable  to 
stock  sold  short. 


SECTION  204.— NET  LOSSES. 


Sectioi^  204,  Article  1601 :  Scope  of  net  losses. 

(See  3-19-188;  sec.  234,  art.  561.)     Application  of  section  204  in 
case  of  losses  due  to  payment  of  liquidated  damages. 


(See  11-19^70;  sec.  212,  art.  26.)     Consideration  of  change  in 
accounting  period  in  connection  with  the  provisions  of  section  204. 


3-20-681. 
O.  D.  367. 

If,  on  account  of  losses  through  floods,  a  taxpayer  sustains  a  net 
operating  business  loss  in  1919,  he  may  file  with  nis  1919  return  a 
claim  on  Form  46  to  have  such  net  loss  deducted  from  his  net  income 
for  1918  and  the  tax  for  1918  redetermined  in  accordance  with 
section  204,  Revenue  Act  of  1918. 
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(See  4-20-703;  sec.  214(a)  4,  5,  6,  art.  141.)  Treatment  of  loss 
sustained  by  stockholder  of  two  corporations  which  failed  and  were 
liquidated. 


14-20-822. 
O.  D.  430. 


An  individual  who  sustained  a  net  loss  for  a  taxable  year  beginning 
after  October  31,  1918,  and  ending  prior  to  January  1,  1920,  with 
respect  to  his  share  ox  partnership  earnings  is  not  entitled  to  the 
relief  provided  by  section  204  of  the  Revenue  Act  of  1918  unless  he 
has  sustained  a  net  loss  for  such  taxable  year  with  respect  to  his 
entire  income  derived  from  all  sources  during  that  year. 


15_20-841 
O.  D.  445. 

If  a  taxpayer  changes  his  accounting  period  in  such  manner  that 
the  period  from  the  close  of  his  previous  taxable  year  to  the  close  of 
his  newly  established  taxable  year  falls  between  October  31,  1918, 
and  January  1, 1920,  and  he  sustains  a  net  loss  during  such  fractional 
year  period,  he  is  not  entitled  to  the  relief  provided  by  section  204 
of  the  Revenue  Act  of  1918,  since  the  net  loss  sustained  is  not  for  a 
full  taxable  year  as  providea  by  the  Act. 


Section  204,  Article  1603:  Allowance  of  net  14-20-^23. 

loss.  O.D.431. 

If  a  taxpayer  suffers  a  net  loss  as  defined  in  section  204(a)  of  the 
Revenue  Act  of  1918  for  any  taxable  year  beginning  after  October 
31, 1918,  and  ending  prior  to  January  1, 1920,  and  hcSi  no  net  income 
for  the  preceding  taxable  year,  the  entire  amount  of  the  loss  is 
deductible  in  computing  net  income  for  the  succeeding  taxable  year. 


SECrriON  206.— FISCAL  YEAR  WITH  DIFFERENT 

RATES. 

Section  205,  Articlb  1621:  Fiscal  year  with 
different  rates. 

(See  14-20-^33;  sec  218,  art.  324.)  Rates  of  tax  applicable  to 
distributive  shares  of  members  of  partnership  with  fiscal  year  ended 
in  1916. 

Section  205,  Article  1625 :  Fiscal  year  of  cor- 
poration or  individual  ending  in  1919. 

(See  15-20-850;  sec.  218,  art.  334.)  Taxation  of  stockholders 
where  personal  service  corporation  changes  from  fiscal  year  to  cal- 
endar year. 


36 
Pabt  n. — ^Indivedxtals. 

SECTION  211.— SURTAX. 

Section  211,  Article  13:  Surtax  on  sale  of  a-1^176. 

mineral  deposits.  T.  B.  R.  8. 

Where  individuals  transfer  property  to  a  corporation  which  later 
demonstrates  the  principal  value  of  such  property  as  oil-producing 
property  "  by  prospecting  or  exploration  and  discovery  work "  and 
then  dissolves,  transferring  the  property  to  the  individuals  who  re- 
main stockholders  without  change  in  interests,  and  such  stockholders 
sell  the  property,  the  portion  of  the  surtax  attributable  to  such  sale 
is  not  limited  to  20  per  cent  of  the  selling  price  of  such  property  or 
interests  under  the  provisions  of  section  211(b), 


9-19-337. 
O.  D.  194. 

Where  trustees  of  assets  of  an  oil  company  sell  mines,  oil  and  gas 
wells,  where  the  principal  value  of  the  property  has  been  demon- 
strated by  prospecting  or  exploration  and  discovery  work  done  by 
said  trustees,  section  211  f^b),  Revenue  Act  1918,  is  applicable  in  com- 
puting tax  upon  income  irom  such  property  held  in  trust.  Such  in- 
come being  taxable  to  trustees  as  an  entity  is  free  from  tax  when  dis- 
tributed to  beneficiaries.     (Also  sec.  219,  art.  344.) 


SECTION  212.— NET  INCOME  DEFINED. 

Section  212,  Articoi  22:  Computation  of  net  1-19-18 

income.  O.  D.  9. 

Adjustments  made  in  accordance  with  instructions  from  the  Inter- 
state Commerce  Commission,  increasing  the  income  of  a  railroad 
corporation  from  transactions  in  prior  years  and  taken  up  on  the 
books  of  the  corporation  during  the  taxable  year  because  necessary 
information  was  not  available  prior  to  that  time,  represent  income 
for  the  years  during  which  the  transactions  took  place  instead  of  the 
taxable  year.  Corrections  should  be  made  by  means  of  amended  re- 
turns. 

3-20-682. 
A.B.B.15. 

The  Committee  has  reached  the  conclusion  that  under  the  abnor- 
mal conditions  characterizing  foreign  exchange  during  the  European 
war,  the  taxpayer  may  convert  current  assets  less  current  liabilities 
payable  in  the  foreign  currency  at  the  current  rate  of  exchange  or  at 
any  rate  less  favorable  to  him.  The  Commissioner  should  consider 
in  any  case  applications  to  adopt  a  rate  more  favorable  to  the  tax- 
payer or  may  on  his  own  motion  apply  such  a  rate  where  the  facts 
m  the  particular  case  warrant  such  departure. 

This  ruling  should  apply  primarily  to  taxpayers  trading  or  manu- 
facturing in  foreign  countries  and  should  not  be  held  to  apply  to 
isolated  or  collateral  investments  in  foreign  credits  or  securities. 
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•  18-20-806. 

O.  D.  419. 

Income  returnable  for  the  purpose  of  Federal  taxes  should  be 
expressed  in  terms  of  United  States  money.  The  rate  of  exchange 
at  the  time  of  receipt  governs  in  making  the  computation. 


16-20-873. 
O.  D.  459. 

Income  received  by  a  citizen  of  the  United  States  residing  abroad 
from  foreign  sources  in  foreign  money  or  credits  should  be  reported 
in  terms  of  United  States  money  on  the  basis  of  the  rate  of  exchange 
in  effect  at  the  time  it  was  actually  received;  however,  no  applica- 
tion of  exchange  rates  is  necessary  in  the  case  of  income  received  in 
the  form  of  United  States  currency  by  a  citizen  of  the  United  States 
residing  abroad. 

Section  212,  Article  23:  Bases  of  computa-  4-19-211. 

tion.  ■  O.  D.  133. 

A  taxpayer  who  for  many  years  has  elected  to  take  inventory  only 
every  two  years,  and  used  an  estimated  inventory  in  the  return 
for  the  intermediate  year,  making  any  necessary  adjustments  in  the 
return  for  the  following  year  when  an  actual  inventory  was  taken, 
may  not  apportion  his  total  earnings  for  the  two  years  1917  and  1918 
equally  between  such  years  for  income  tax  purposes.  (Also  sec.  203, 
art.  1581.)  

^19-268. 
0.844. 
The  rule  applicable  to  all  industries  is  that  inventories  should  be 
taken  on  the  basis  "(a)  cost,  or  (6)  cost  or  market,  whichever  is 
lower."  It  is  recognized  that  in  some  industries  the  actual  cost  of 
production  can  not  be  ascertained  accurately,  and  it  is  therefore 
necessary  to  approximate  a  cost  value  by  using  selling  market  prices 
as  a  starting  point  and  reducing  such  selling  market  prices  in  each 
case  by  an  amount  sufficient  to  eliminate  the  element  of  profit.  This 
rule  is  applicable  to  the  inventories  of  farmers  and  stockmen,  and  is 
widely  used  in  many  lines  of  industry,  notably  in  those  types  of 
mining  and  manufacturing  in  which  a  product  of  more  than  one 
grade  or  more  than  one  kind  is  obtained  by  a  common  operation. 
Under  its  application  a  result  can  be  reached  that  fairly  approxi- 
mates the  inventory  basis  laid  down  in  the  Regulations  as  stated 
above.    (Also  sec.  203,  art.  1582;  sec.  213(a),  art.  38.) 


8-19-312. 
T.  D.  2873. 

Article  23,  Regulations  45,  is  modified  to  read  as  follows: 

Art.  23.  Bases  of  computation, — ^1.  AM)roved  standard  methods  of  account- 
ing will  ordinarily  be  regarded  as  clearly  reflecting  income.  A  method  of  ac- 
counting will  not,  however,  be  regarded  as  clearly  reflecting  Income  unless  all 
Items  of  gross  Income  and  all  deductions  are  treated  with  reasonable  consist- 
ency.    (See  sec.  200  of  the  statute  for  definitions  of  "  paid,"  "  paid  or  accrued," 
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and  "paid  or  incurred.")  All  items  of  grof»  income  shall  be  Included  in  the 
gross  income  for  the  taxable  year  in  which  they  are  received  by  the  tax- 
payer, and  deductions  taken  accordingly,  unless  in  order  clearly  to  reflect  in- 
come such  anoounts.are  to  be  properly  accounted  for  as  of  a  different  period. 
For  instance,  in  any  case  in  which  it  is  necessary  to  use  an  Inventory  no  ac- 
counting in  regard  to  purchases  and  sales  will  correctly  reflect  Income  except 
an  accrual  method.  (See  sec.  218(a)  of  the  statute.)  4  taxpayer  is  deemed  to 
have  received  items  of  gross  income  which  have  been  credited  to  or  set  apart 
for  him  without  restriction.  (See  art  58.)  On  the  other  hand,  appreciation 
In  value  of  property  is  not  even  an  accrual  of  income  to  a  taxpayer  prior  to  the 
realization  of  such  appreciation  through  conversion  of  the  property. 

2.  For  the  taxable  year  1918  the  true  income,  computed  under  the  Bevenne 
Act  of  1918  and  where  the  taxpayer  keept)  books  of  account  in  accordance  with 
the  method  of  accounting  regnlarty  employed  in  keeping  such  booto^  shall  In 
all  cases  be  entered  In  the  return,  even  though  this  results  in  apparent  omi<^ 
sions  or  duplications  of  particular  items  of  income  or  expenses.  In  the  ordinary 
case  such  omissions  and  duplications  are  more  apparent  than  real  and  are  likely 
to  counterbalance  one  another,  fio  that  the  change  In  the  basis  of  reporting  calls 
for  no  material  adjustment  Where,  however,  the  method  previously  ^nployed 
by  the  taxpayer  in  determining  his  income  subject  to  the  tax  Ls  materially  dif- 
ferent from  the  method  regularly  used  by  the  taxpayer  in  keeping  his  accounts, 
or  where  for  any  reason  the  basis  of  reporting  income  subject  to  tax  is  changed, 
the  taxpayer  should  attach  to  his  return  a  separate  statement  setting  forth 
for  the  taxable  year  and  for  the  preceding  year  the  classes  of  Items  differently 
treated  under  the  two  systems,  specifying  in  particular  all  amounts  duplicated 
or  entirely  omitted  as  the  result  of  such  change.  Where,  for  example,  a  tax- 
payer who,  prior  to  1918,  has  reported  on  the  so-called  receipts  basis,  Is  com- 
pelled under  die  above  mle  to  report  on  the  so-called  accrual  basis,  he  should 
include  in  the  separate  statement  the  following  information : 

First,  (a)  expenses  paid  before  the  end  of  the  taxable  year  1917,  but  not 
accrued  at  that  date;  (&)  income  accrued  at  the  end  of  the  taxable  year  1017 
but  not  received  at  that  date;  (c)  expenses  accrued  at  the  end  of  the  taxable 
year  1917  but  not  paid  at  that  date;  id)  income  received  before  the  end  of 
the  taxable  year  1917  but  not  accrued  at  that  date ;  and 

'Second,  similar  items  as  of  the  end  of  the  taxable  year  1M.6. 

If  In  the  opinion  of  the  Commissioner  such  information  indicates  that  tho 
returns  for  any  previous  years  did  not  reflect  the  true  income,  amended  returns 
for  such  years  will  be  required. 

3.  A  taxpayer  who  changes  the  method  of  accounting  employed  In  keeplnjj 
his  books  for  the  taxable  year  1919  or  thereafter  shall,  before  computing  his 
income  upon  such  new  basis  for  purposes  of  taxation,  secure  the  confient  of 
the  Commissioner.  Application  for  permission  to  change  the  basis  of  the  re- 
turn shall  be  made  at  least  30  days  in  advance  of  the  date  of  filing  return  and 
shall  be  accompanied  by  a  statement  specifying  the  classes  of  Items  differently 
treated  under  the  two  systems  and  specifying  all  amounts  which  would  be 
duplicated  or  entirely  omitted  as  a  result  of  the  proposed  change. 

4.  Bank  discotmts, — Banks  which  in  the  past  have  treated  discounts  as  in- 
come before  It  was  actually  earned,  and  during  the  taxable  year  1918  have 
placed  the  discount  account  upon  an  accrual  basis,  will  be  required  to  submit 
the  information  called  for  in  paragraph  2  above  and  submit  an  amended  return 
for  the  taxable  year  1917,  and  will  be  permltte<l  to  submit  <or  the  Commis- 
sioner may  require)  amended  returns  for  all  prior  years  during  which  the 
taxpayer  was  subject  to  tax.  Additional  taxes  for  prior  years  found  to  be  dne 
upon  such  reexamination  will  be  paid  upon  the  basis  of  the  amended  returns  in 
the  ordinary  way.  Where  it  appears  that  prior  taxes  have  been  i>aid  in  excess 
of  the  amount  properly  due,  such  excess  will,  to  the  extent  possible,  be  cre«liteil 
njrainst  future  income  and  profits  taxes  under  the  provisions  of  section  252  of 
the  Revenue  Act  of  1918. 


23-19-r)41. 
0.  D.  289. 

After  the  year  1918  taxpayers  will  not  be  permitted  to  adopt  one 
Y>oriod  for  inventorying?  and  closing  their  books  applicable  to  one 
part  of  their  business  and  a  different  period  applicable  to  another 
part  thereof. 
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24-19^58. 
S.  1179. 

Where  a  taxpayer  has  ** borrowed"  stock  in  order  to  make  a 
**  short  sale  "  the  gain  or  loss  arising  from  such  transaction  can  not 
be  accrued  upon  the  books  of  the  taxpayer  at  the  close  of  his  taxable 
year  by  treating  as  an  offsetting  obligation  the  market  value  of  the 
stock  sold  "short"  as  of  that  date;  the  gain  or  loss  is  determined 
when  the  amount  of  stock  sold  "  short "  is  repurchased  for  return  to 
the  lender  and  the  transaction  closed.  (Also  sec.  202,  art.  1561;  sec. 
203,  art.  1585;  sec.  214(a),  4,  5,  6,  art.  144.) 


2-20-669. 
A.  B.  K  16. 

If,  in  pursuance  of  a  contract,  a  vendee  corporation  agrees  to  pay 
the  income  and  excess  profits  taxes  on  profits  arising,  out  of  the  sales 
returned  by  the  vendor  corporation  on  a  calendar  year  basis,  the 
vendee  corporation  may,  if  it  reports  on  an  accrual  basis  for  a  nscal 
vear  ending  within  the  calendar  year,  submit  an  amended  return 
in  which  the  extent  of  the  accrual  of  such  taxes  in  such  fiscal  year  is 
deducted  from  income.  If,  however,  such  contracts  are  regularly 
entered  into  by  the  vendee  corporation  as  a  consistent  practice,  the 
vendee  corporation  should  be  allowed  the  deduction  as  for  the  year 
in  which  the  taxes  are  paid  or  determined^  unless  gross  distortion  of 
income,  as  between  years,  results. 

The  vendor  corporation,  under  the  circumstances  given,  reports  the 
amount  of  taxes  as  income  for  the  year  for  which  payment  is  made. 
(Also  sec.  213(a),  art.  31;  sec.  214(a)  1,  art.  101.) 


(See  2-20-674;  sec.  214(a)  10,  art.  202.)\  t)epletion  deductions 
when  a  taxpayer's  returns  are  made  on  a  basis  of  cash  receipts  and 
disbursements  and  he  receives  in  one  year  royalties  which  have  ac- 
crued over  a  number  of  years. 


7-20-738. 
S. 1312. 

Where  an  individual  is  employed  as  an  agent  for  a  firm  and  under 
his  contract  is  to  recrive  as  compensation  50  per  cent  of  the  profits 
of  the  agency  which  may  be  appropriated  by  him  monthly  as  earned, 
the  amount  actually  appropriated  constitutes  income  of  the  agent  for 
the  year  in  which  appropriated. 

(See  15-20-851;  sec.  219,  art.  341.)  How  accrued  interest  due 
to  a  decedent  should  be  reported  in  returns  filed  by  an  executor  or 
administrator. 


2-19-146. 
Sectiok  212,  Article  25 :  Accounting  period.  O.  D.  100, 

An  Act,  passed  in  1918  by  the  Maryland  Legislature,  requires 
public^service  corporations  to  keep  their  accounts  on  a  calendar  year 
basis.    Such  corporations  which  have  been  filing  Federal  income  tax 
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returns  on  a  fiscal  year  basis  must  file  their  1918  returns  on  a 
calendar  year  basis  (according  to  their  accounting  period),  for  the 
full  calendar  year,  and  compute  the  tax  at  1918  rate&  Creoit  will  be 
allowed  against  such  total  tax  for  the  proportionate  part  of  the  tax 
for  the  previous  fiscal  year  return  applicable  to  1918. 


8-20-749. 
O.  D.  404. 

A  newly  organized  corporation  may  fiile  its  incinne  and  profits  tax 
returns  on  a  fiscal  rear  basis  without  applying  to  the  Conimissioner 
for  permission  to  do  so,  provided  such  basis  is  definitely  established 
and  the  books  are  kept  in  accordance  therewith  prior  to  the  close  of 
the  first  fiscal  year. 

1-19-19. 
Sectiox  212,  AimciJB  26 :  Change  in  accounting  j)eriod.         O.  D.  10. 

A  taxpaver  who,  during  1918,  has  given  notice  according  to  the 
statute  and  regulations  in  effect  at  that  time  of  a  change  from  a 
fiscal  to  a  calendar  year  basis  for  filing  returns  may,  notwithstanding 
articles  25  and  26  ol  Regulations  45,  me  a  return  for  the  period  from 
the  close  of  his  fiscal  year  to  the  end  of  the  calendar  year. 


10-49-S55. 
O.  D.  205. 

For  the  purpose  of  giving  notice  of  change  in  accounting  period 
as  prescribed  m  article  26,  Regulations  45,  "due  date"  means  the 
^"^al  due  date  of  the  return  and  not  the  date  on  which  the  return 
should  be  filed  in  case  an  extension  of  time  is  granted. 


11-19-370. 
T.B.R.37. 

A  taxpayer  having  made  a  return  upon  the  basis  of  the  business 
year  be^  adapted  to  reflect  his  true  income  should  not  be  permitted 
to  depart  from  that  return  year.     (Also  sec.  204,  art.  1601.) 

SECTIOX  213(a).— GROSS   INCOME   DEFINED: 

INCLUSIONS. 

^^^^^^'^^^ ^"^ ^  Article  31 :  What  included  in  1-19-21. 

giosss  mcome.  c  ^57 

in^m'TIar^''"''''^'*  *^  damages  in  libel  proceedings   is  subject  to 


1-19-23. 
O,  D.  11. 


tenlKS  LV^v'Tin^'^*  l^^  ^Vmerican  Red  Cross  receiving  mam- 

r^<^^Mved  for  m&T^^o'^^htJ^  J^T?""  ^^  ""^^  ^*  **'^  "^^^* 

umice  over  Ins  actual  living  expenses. 
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1-19-24:. 

0.D.12. 

Compensation  of  teachers  of  the  Territory  of  Hawaii  is  subject 
to  income  tax  under  section  213(a). 


1-19-25. 
O.D.  13. 

Profit  on  ^oods  sold  by  a  consignee  is  income  to  the  consignor 
for  the  year  in  which  the  sales  are  made,  even  thougli  the  consignor 
received  no  notification  of  sale  until  a  subsequent  year.  If  reported 
otherwise,  amended  returns  should  be  filed. 


1-19-26. 
O.  D.  14. 

If  a  taxpayer  receives,  through  mistake,  an  amount  in  payment 
of  a  contract  in  excess  of  the  amount  agreed  upon  in  the  contract^ 
the  excess  is  not  taxable  income.  It  is  in  the  nature  of  a  liability  to 
the  party  with  whom  the  contract  was  made. 


1-19-28. 
O.  D.  16. 

Interest  received  by  a  bank  on  loans  to  subscribers  for  Liberty 
bonds  is  not  interest  received  on  obligations  of  the  United  States,  and 
is  therefore  subject  to  tax. 


1-19-31. 
O.  D.  19. 

Commissions  advanced  in  payment  for  services  of  an  advertis- 
ing solicitor  should  be  reported  as  gross  income  for  the  taxable 
year  in  which  received.  Any  portion  of  the  commissions  thus  re- 
ceived, which  are  paid  back,  owing  to  failure  of  payment  for  adver- 
tising, may  be  deducted  as  a  loss  for  the  year  in  which  payments  are 
returned. 


1-19-32. 
O.  D.  20. 

The  term  "  State  "  as  used  in  the  income  tax  laws  refers  only  to 
the  States  composing  the  United  States.  Therefore,  income  de- 
rived by  an  American  citizen  from  a  foreign  Government  is  not 
exempt  from  tax  and  should  be  inchided  in  his  return  of  annual  net 
income 


1-19-33. 
O.  D.  21. 


Income  received  by  an  individual  or  corporation  due  to  selling 
war-saving  stamps  at  the  appreciated  value  should  T)e  reported  as 
income  for  the  year  in  which  the  sales  were  consummated. 
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O.D.26. 

The  amount  which  a  plaintiff  should  report  as  income  or  a  de- 
fendant may  deduct  as  an  expense  in  the  case  of  an  award  for 
damages  on  account  of  patent  infringement  is  not  affected  by  the 
amount  of  Federal  taxes  which  have  been  paid  by  the  defendant. 
The  amount  to  be  reported  or  deducted  is  the  total  amount  awarded 
by  the  courts,     f  Also  sec.  214(a)  1,  art.  101.) 


-  (See  8-19-331;  sec.  233,  art  541.)  Taxability  of  interest  received 
by  banks  on  loans  made  to  customers  on  account  of  Liberty  bonds 
purchased  for  them. 

9-19-^38. 
O.  D.  195. 

A  witness  summoned  by  a  State  attorney  to  give  testimwiy  is  not 
an  employee  of  the  State.  Fees  received  by  such  witness  are  thei-e- 
fore  subject  to  taxation.     (Also  sec.  213  (b),  a^t.  85.) 


(See  10-19-560;  sec.  225,  art.  421.)    Income  from  trust  received  bv 
beneficiary  who  is  also  trustee. 


(See  11-19-576;  sec.  213(b),  art  86.)    Taxability  of  compensation 
received  by  a  person  in  military  service  from  the  Spruce  Division. 


12-19-598. 
T.B.E.42. 

Amounts  legally  declared  and  paid  as  dividends  become  part  of 
the  gross  income  of  the  stockholders.  In  the  absence  of  any  liability 
on  the  part  of  the  stockholders  to  repay  such  amounts  to  the  corpo- 
ration, voluntary  repayment  does  not  change  the  character  as  gross 
income,  and  does  not  warrant  the  exclusion  of  such  dividends  irom 
the  gross  income  of  the  stockholders  for  the  year  in  which  paid. 
(Also  sec.  201,  art.  1541.) 

13-19-416. 
O.  D.  238. 

The  difference  between  the  face  value  at  maturity  and  the  purchase 
price  of  noninterest-bearing  warrants  issued  by  a  subdivision  of  a 
State  and  purchased  at  a  discount  is  discount  rather  than  interest 
and  is  subject  to  tax. 


(See  20-19*502;  sec.  201,  art.  1541.)     Dividends  illegally  declared 
and  later  repaid  to  the  corporation. 


» 
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(See  ai-l»-620;  sec.  201.  art.  1541.)  Tax  liability  of  domestic  cor- 
poration under  Revenue  Act  of  1917  on  dividends  received  from  a 
foreign  corporation  having  no  income  from  sources  within  the 
United  States. 


25-19-581. 
A.  E.  R.  1. 

Profits  actually  realized  through  the  sale  of  property  are  not 
exempt  from  tax  because  the  sale  was  involuntary. 


(Sefc  2-20-669;  sec.  212,  art.  23.)  Amount  to  be  included  in  gross 
income  by  a  vendor  when,  according  to  contract,  a  vendee  pays  Fed- 
eral income  and  excess  profits  taxes  on  profits  on  sales  made  by  the 
vendor  to  the  vendee. 


»^a-766. 
S.  1829. 

Whtt*e  the  members  of  a  firm  establish  an  employees'  profit-sharing 
fund  by  transferring  a  given  sum  of  money  to  certain  employees  in 
trust,  such  fund  being  invested  in  the  business  of  the  firm  and  the 
interest  paid  annually  to  a  certain  class  of  employees,  who  hold 
certificates  entitling  them  to  participate  in  the  profits  of  the  fund, 
such  certificates  bemg  subject  to  cancellation  at  the  pleasure  of  the 
firm,  the  income  from  the  fund  is  taxable  as  a  part  of  the  firm's 
income. 


(See  17-20-583;  sec.  201,  art  1544.)    Dividends  paid  in  the  form 
of  interest-bearing  promissory  notes. 


Section    213(a),    Abticle    32:  Oompensatiaii  •    l-ld-27. 

for  personal  services.  O.  D.  15. 

Compensation  received  by  Federal  reserve  agents  and  their  assist- 
ants, as  well  as  other  employees  of  Federal  reserve  banks,  is  subject 
to  the  income  tax. 


a-ia-178. 

T.  B.  R.  12. 

• 

WTiere  the  compensation  of  a  receiver,  trustee,  or  similar  fidu- 
ciary is  awarded  or  paid  at  the  conclusion  of  the  trust,  it  is  presumed, 
in  the  absence  of  satisfactory  evidence  to  the  contrary,  that  it  did 
not  a<?crue  during  the  course  of  the  trust,  and  it  is  accordingly  tax- 
able as  income  or  the  year  when  awarded  or  paid, 

TVTiere  it  is  understood  at  the  beginning  of  the  trust  that  the 
amount  of  the  compensation  is  not  to  be  determined  until  its  con- 
clusion, and  this  understanding  is  adhered  to  during  the  course  of 
the  trust  and  no  pajinents  are  made  on  account  of  such  compensation, 
this  presumption  becomes  conclusive. 
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2-2O-670. 
O.  D,  361. 

Eetiring  allowances  made  to  teachers  or  to  widows  of  teachers  by 
the  Carnegie  Foundation  for  the  Advancement  of  Teaching  consti- 
tute taxable  income.    (See  O.  560.) 


4-20-700. 
0.98a. 

Where  an  executor  receires  a  beqy est*  conditioned  upon  his  con- 
tinuous performance  of  duties  as  an  executor,  such  a  bequest  is 
deemed  to  be  compensation  for  his  services,  although  it  is  expre^y 
additional  to  the  executor's  legal  commissions.  (Also  sec.  213(b), 
art.  73.) 

Section  213(a),  Article  33:  Compensation  18-19-475. 

paid  other  than  in  cash.  O.  D.  2d5, 

Board  and  lodging  furnished  seamen  in  addition  to  their  cash 
compensation  is  held  to  be  supplied  for  the  convenience  of  the  em- 
ployer and  the  value  thereof  is  not  required  to  be  reported  in  such 
employees'  income  tax  returns. 


l-20-€56. 
0.962. 

An  inventor  formed  a  company  and  issued  stock  based  on  his  inven- 
tion. The  market  value  of  the  stock  when  issued  was  unknown. 
Subsequently  he  proceeded  to  establish  a  market  for  the  stock,  receiv- 
ing as  compensation  shares  of  the  company's  stock,  which  stock  he 
sold  shortly  afterwards  in  the  open  market  at  more  than  par  value. 
The  stock  received  by  the  inventor  as  compensation  is  income  to  him 
to  the  extent  of  its  market  value  at  the  time  when  received.  The 
amount  received  for  the  stock  when  sold,  in  excess  of  the  stated  par 
value,  may  reasonably  be  attributed  to  the  inventor's  efforts  at  publi- 
city and  the  market  value  of  the  stock  when  received, -considered 
equal  to  its  par  value.     (Also  sec.  202,  art.  1561.) 


(See  12-20-793 ;  sec.  218  (b) ,  art.  71.)    Prepiiums  paid  by  employer 
on  group  life  insurance  covering  lives  of  employees. 


13-20-819. 
T.  D.  2992. 

Article  33  of  Regulations  45  is  hereby  amended  to  read  as  follows: 

Art.  33.  Compensation  paid  other  than  in  cash. — Where  services  are  paid  for 
with  something  other  than  money,  the  fair  market  value  of  the  thing  taken  in 
payment  is  the  amount  to  he  included  as  income.  If  the  services  were  rendered 
at  a  stipulated  price,  in  the  absence  of  evidence  to  the  contrary  such  price  will 
be  presumed  to  be  the  fair  value  of  the  compensation  received.  Compensation 
paid  an  employee  of  a  corporation  in  its  stock  is  to  be  treated  as  if  the  corpora- 
tion sold  the  stock  for  its  market  value  and  paid  the  employee  in  cash.  When 
living  quarters  such  as  camps  are  furnished  to  employees  for  the-  convenience 
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of  the  employer,  the  ratable  value  need  not  be  added  to  the  cash  compensatioir 
of  the  employee,  but  where  a  person  receives  as  compensation  for  services  ren- 
dered a  salary  and  In  addition  thereto  living  quarters,  the  value  to  such  person 
of  the  quarters  furnished  constitutes  income  subject  to  tax.  Premiums  paid 
by  an  employer  on  p<ilicies  of  group  life  insurance  covering  the  lives  of  emr 
ployees,  the  beneficiaries  of  which  are  designated  by  the  employees,  are  not 
income  to  such  employees. 

Section   213(a),   Article  35:   Gross  income 
from  business. 

(See  2&-19-610;  sec.  203,  art.  1583.)    Treatment  of  cash  discounts 
on  purchases  in  connection  with  valuation  of  inventories. 


Section  213(a),  Articub  38:  Gross  income  of 
farmers. 
(See  6-19-268;  sec.  212,  art.  23.)    Inventory  of  farmers. 


18-19-476.- 
O.  D.  266. 

The  use  of  Form  1040  F  is  optional,  aince  it  is  designed  merely 
to  assist  farmers  in  computing  their  net  income.  Therefore,  it  is« 
unnecessary  to  file  same  where  the  taxpayer  has  made  return  and 
paid  the  taxes  due. 

Section  213(a),  Article  39 :  Sale  of  stock  and  19-19-49&. 

rights.  T.  B.  M.  73. 

The  entire  amount  realized  by  a  stockholder  of  a  corporation  from 
the  sale  of  his  ri^ht  to  subscribe  for  additional  stock  of  the  corpo- 
ration-should be  included  in  his  gross  income  for  the  taxable  year  in 
which  the  sale  is  made. 

1-19-22. 
Section  213  (a) ,  Article  41 :  Sale  of  good  will.  O.  791. 

Contemporary  sale  of  stock  held  to  be  of  ^eater  weight  in  deter- 
mining*  value  of  a  corporation's  assets,  including  good  will,  as  of 
March  1, 1913,  than  values  based  on  appraisal. 


(See  10-20-777;  sec.  202,  art.  1561.)   Methods  of  determining  value 
of  intangible  assets  as  at  March  1,  1913. 


Section  218(a),  Article  42:  Sale  of  personal  1-19-35. 

property  on  installment  plan.  O.  D.  23. 

A  corporation  doing  business  on  both  a  cash  and  installment  basis 
should  report  profits  on  the  installment  sales  on  the  basis  outlined  in 
Treasury  Decision  2707,  and  article  42  of  Regulations  45.  The  cash 
sales,  each  of  which  represents  a  completed  and  closed  transaction,, 
should  be  reported  separately ;  that  is,  the  entire  profits  derived  from 
every  cash  sale  must  be  reported  as  income  in  the  return  for  the  year 
in  which  the  sale  was  made. 
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1-19^6. 
O.  D.  24. 

A  corporation,  which  has  heretofore  been  treating  all  installment 
sales  as  completed  transactions  and  desires  to  change  its  method  to 
that  of  treating  *'  as  deferred  profit  "  the  amount  of  profit  on  unpaid 
installment  sales  standing  on  its  books  December  31,  1918,  is  per- 
mitted to  change,  but  this  oflGice  will  not  approve  a  change  merelj' 
because  the  taxpayer  will  derive  an  advantage  from  decreased  tax 
liability.  When  a  change  is  approved  the  taxpayer  will  be  required 
to  adhere  to  it  in  his  returns  for  subseouent  years  and  the  first  retuni 
made  under  the  changed  method  should  be  accompanied  by  a  letter  of 
explanation.  C.  O.  D.  and  "  will  call  "  sales  should  be  included  in  the 
inventory  at  the  clovse  of  the  year,  if  the  merchandise  has  not  been 
actually  shipped  to  the  customers,  unless  such  merchandise  has  been 
included  in  sales  of  the  taxable  year,  in  which  case  it  should  be  ex- 
cluded from  inventory. 


1-19-^7. 
O.  D.  25. 

If  books  have  been  so  kept  that  the  cost  of  each  article  sold  was 
not  shown,  gross  profit  may  be  determined  by  taking  the  average 
percentage  of  gross  profit  on  gross  sales.  If  several  different  lines 
of  merchandise  are  handled  on  which  the  average  percentages  of 
profit  differ,  the  gross  profit  on  total  sales  of  each  different  class  of 
merchandise  should  be  computed  separately. 


4-1&-212. 

o.  D.  m 

If  the  principal  stockholder  of  a  corporation  sells  stock  to  em- 
ployees of  the  company  for  consideration  of  10  per  cent  cash  and 
the  balance  in  installment  payments  secured  by  notes  covering  a 
period  of  10  years,  that  proportion  of  each  installment  payment  re- 
ceived during  the  taxable  year  which  the  gross  profit  to  be  realized 
bears  to  the  gross  contract  price  should  be  reported  as  income  for 
year  during  which  installment  payments  were  received. 


8-19-313. 
T.  B.  K.  24. 

In  accordance  with  provisions  of  article  42  of  RegulatioBs  45 
the  first  step  to  be  taken  by  a  taxpaver  engaged  in  merchandising 
upon  the  installment  plan  who  has  heretofore  made  returns  upon 
the  basis  of  treating  the  profit  upon  installment  sales  as  realized  as  at 
the  date  of  sale  and  now  wishes  to  change  to  the  basis  of  reporting 
the  profit  as  being  realized  as  at  the  date  of  collection  of  the  out- 
standing accounts  is  to  prepare  and  file  as  part  of  his  return  an 
amended  balance  sheet  as  at  the  date  of  the  beginning  of  the  t4ixable 
j^ear,  in  w  hich  there  shall  be  excluded  from  the  surplus  the  unrealized 
gross  profits  upon  the  outstanding  installment  sales  contracts  at  that 
date.  Such  amended  balance  sheet  would  be  in  mibstantially  the 
following  form  • 
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Bulance  sheet  as  at  opening  of  fiscal  year. 

Assets. 

Plant  and  equipment f 

Less  depreciation 

$ 

Current  assets: 

Merchandise  as  per  Inventory 

Installment  sales  contracts 

Notes  receivable 

Accounts  receivable 

Cash  

I>ef erred  debit  items : 

Insurance  premituns  paid  in  advance 

Other  items 

Total  assets 

LlABILlTIKS. 

Capital  stock  (or  individual's  or  partner's  capital) ^ ^ 

Mortgage  indebtedness ^ 

Current  liabilities: 

Bills  payable $ 

Accounts  payable 

Wages  or  other  accrued  items _„ 

r>eferred  credit  items: 

Unrealized    gross    profits    tipon    installment 

sales  contracts 

Surplus   

Total  liabilities 

As  from  the  beginning  of  the  taxable  year  the  following  accounts 
should  be  set  up : 

j(a)  Goods  purchased^  which  will  be  charged  with  the  amount  of 
inventory  of  tne  goods  oa  hand  at  the  b^inning  of  the  taxable  year 
and  with  the  expenditures  for  goods  purchased  during  the  year. 

(6)  Goods  sold  (cost  value),  which  will  be  credited  with  the  cost 
value  of  all  goods  sold  during  the  year. 

(c)  Instaument  sales ^  contracts^  'which  will  be  charged  w-ith  the 
amount  of  the  outstanding  installment  sales  contracts  at  the  begin- 
ning of  the  year  and  with  the  amount  of  installment  sales  contracts 
made  during  the  year.  This  account  will  be  credited  with  all  cash 
collected  during  the  year  upon  installment  sales  contracts  and  with 
the  unpaid  installments  of  defaulted  or  canceled  contracts. 

(d)  Unrealized  gross  profits  on  installment  sales  contra/jts^  which 
will  be  credited  with  the  amount  of  unrealized  gross  profit  upon  the 
outstanding  installment  sales  conti'acts  at  the  beginning  of  the  year 
and  with  the  amount  of  such  unrealized  gross  profit  upon  installment 
sales  contracts  made  during  the  year.  This  amount  will  be  computed 
upon  the  basis  of  the  total  installment  sales  contracts  reduced  by  the 
cost  or  inventory  value  of  the  goods  covered  by  the  contracts,  the 
remaining  balance  being  the  amount  of  the  unrealized  gross  profits. 

{e)  Realized  profits  on  installment  sales  contracts ^  which  will  be 
credited  from  month  to  month,  or  at  least  at  the  end  of  the  year, 
with  the  profits  realized  by  collection  upon  installment  sales  con- 
tracts.   Such  profits  should  be  computed  by  taking  the  same  per- 
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centage  of  tiie  total  cash  collections  upon  installment  sales  contracts 
during  the  period  as  the  total  unrealized  profits  on  installment  sales 
contracts  bears  to  the  total  installment  sales  during  the  same  year. 
Corresponding  debits  should  be  made  to  unrealized  gross  profits  on 
installment  sales  contracts.  Any  necessary  corrections  to  produce  a 
more  accurate  result  can  be  made  as  at  the  end  of  the  fiscal  year. 


23^19-542. 
O.  D.  290. 

Where  the  stockholders  of  a  corporation  sell  their  shares  in  the 
corporation  for  a  price  in  excess  of  cost  and  receive  a  cash  payment 
not  in  excess  of  20  per  cent  of  the  total  price,  the  purchasers  agreeing 
to  pay  the  balance  in  a  number  of  semiannual  installments  and 
deposit  collateral  with  trustees  as  security  for  the  faithful  perform- 
ance of  the  contract,  the  transaction  is  not  an  installment  sate  within 
the  meaning  of  article  42,  Regulations  45.  The  entire  consideration 
involved  in  the  sale  must  be  treated  as  the  equivalent  of  cash  in  the 
year  when  the  sale  is  consummated. 


1^20-806. 
S.  1353. 

The  treatment  outlined  in  article  42  of  Begulations  45  for  sales  of 
personal  property  on  the  installment  plan  is  not  limited  to  dealers 
alone,  or  to  sellers  of  chattels  as  distinguished  from  sellers  of  other 
forms  of  personal  property,  such  as  corporate  stock.  The  retention 
of  a  lien  upon  the  property  sold  as  security  for  the  purchaser's  agree- 
ment to  pay,  does  not  alter  this  conclusion. 


Section  213(a),  Article  43:  Sale  of  real  estate  12-19-399. 

in  lots.  O.  D.  226. 

Where  building  lots  contained  in  a  given  tract  of  land  are  sold 
before  the  contemplated  development  work  is  completed,  the  profit 
realized  should  be  determined  on  the  basis  of  the  cost  of  the  land,  or 
its  fair  market  value  on  March  1,  1913,  if  acquired  prior  to  that  date, 
plus  actual  and  estimated  future  expenditures  for  the  development  of 
the  property  in  accordance  with  the  contract  of  sale. 


Section-    213(a),    Airncui    44:  Sale    of    real  8-1*414. 

estate  involving  deferred  payments.  0.  D.  181. 

In  the  case  of  real  estate  sales  involving  deferred  payments,  even 
though  substantial  first  payment  is  made,  if  the  notes  given  by  buyers 
of  real  estate  can  not  be  discounted  nor  sold  on  account  of  lact  of 
credit  of  the  buyers,  such  notes  need  not  be  regarded  as  the  equivalent 
of  cash,  and  the  vendors  may  report  as  their  income  from  the  prO' 
posed  transaction  for  each  year  only  the  proportion  of  each  payment 
actually  received  in  that  year  which  the  gross  profit  to  be  realized 
when  the  property  is  paid  for  bears  to  the  gross  contract  price. 
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Section  213(a),  Abticus  46:  Deferred  pay-  11-20^784. 

ment  sales  of  real  estate  not  on  the  install-  O.  D.  409. 

ment  plan. 

A  sold  to  B  real  estate  which  was  mortgaged  to  secure  a  loan  made 
by  a  State.  B  agreed  to  make  payment,  partly  in  cash,  assume  pay- 
ment of  the  mortgage  held  by  the  State,  and  give  A  a  mortgage  to 
cover  the  balance  of  the  sale  price.  Notwithstanding  that  the  State 
will  not  accept  B's  promise  to  pay  in  lieu  of  A's  original  not©  and 
mortgage,  thu%  leavmg  A  liable  for  payment  of  the  note  in  case  B 
defaults,  it  is  held  that  A  has  received  the  full  amount  of  the  sale 
price  in  cash  or  its  equivalent  and  should  report  the  entire  profit 
realized  as  income  for  the  year  in  which  the  sale  was  consummated. 

Section  213(a),  Articu:  47:  Annuities  and  7-19-289. 

insurance  policies,  O.  D.  170. 

An  individual  who  receivc3  income  from  an  annuity  which  has 
been  purchased  for  his  benefit  by  another  person  is  not  liable  for  a 
tax  thereon  until  the  payments  received  under  the  terms  of  the 
annuity  have  equaled  the  amount  paid  or  set  aside  to  purchase  or 
establish  same. 

4-20-701. 
O.  D.  379. 

The  basis  for  ascertaining  the  taxable  income  resulting  from  the 
disposition  of  a  life  insurance  policy  acquired  prior  to  March  1, 
1913,  where  the  insured  transfers  the  policy  to  some  one  other  than 
the  insurance  company,  which  wrote  the  polic\%  is  the  cash  surrender 
value  of  the  policy  as  at  March  1^  1913.  However,  if  the  insured 
surrenders  his  policy  and  all  his  rights  thereunder  to  the  insurance 
company,  which  wrote  the  policy,  the  aggregate  amount  of  the 
premiums  paid  during  the  period  the  pdlicy  was  held,  or  the  cash 
surrender  value  of  the  policy  as  at  March  1^  1913,  whichever  is 
greater  in  amount^  is  to  be  taken  as  the  basis  in  computing  the 
taxable  income  derived  by  the  insured. 

Section  213  (a) ,  ARTiciiE  48 :  Kent  and  royalties* 

(See  3-20-689;  sec.  214(a)  3,  art.  133.)  Assessments  for  local 
benefits  paid  by  tenant  for  landlord. 

Section  213(a),  Articles  49  and  50:  Compen-  15-19-^443. 

sation  for  loss.  T.  B.M.61. 

Where  a  taxpayer  elects  to  replace  a  vessel  by  one  somewhat 
larger,  so  long  as  the  general  type  of  the  boat  is  the  same  as  the  boat 
lost  or  destroyed,  it  may  fairly  be  taken  as  a  replacement  in  kind 
within  the  meaning  of  article  49  of  Regulations  45,  in  so  far  as  it 
equals  the  tonnage  of  the  original  vessel.  There  should  be  charged 
against  the  replacement  fund  only  such  portion  of  the  cost  of  the  new 
vessel  as  would  represent  the  cost  of  a  boat  of  the  carrying  capacity 
of  the  old  vegsel,  with  allowance  for  depreciation.  The  period  during 
which  the  replacement  fund  may  be  maintained  may  properly  be 
limited  to  one  year  with  the  privilege  of  the  taxpayer  to  apply  at 
the  end  thereof  for  a  further  extension  of  time. 

181208*— 20 4 
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Sbcfeon    213(a),    Axncva   fiO:    Beplacement  12-i»-400. 

fund  for  loss.  T.B.B.4L 

Where  the  GoTcrnment  havinff  requisitioned  vessels  from  a  tax- 
payer for  use  in  the  wtir,  returns  the  same  vessels  in  an  unfit  oonditton 
for  their  former  use,  giving  the  taxpayer  a  sum  of  mon^  in  Ilea  of 
restoration,  the  vessels  are  deemed  to  be  sabstantially  different  prop- 
erty from  that  taken  from  the  taxpsyer,  and  the  taxpayer  maj  elect 
to  sell  the  vessels  returned  and  place  the  proceeds,  together  wi&  the 
money  paid  him  in  lieu  of  restoration,  in  a  replacement  fund  estab- 
lilted  under  articles  49  and  50,  Begulations  45. 


0. 91L 

Where  the  owner  of  a  requisitioned  tug  uses  the  proceeds  to  buy 
barges^  this  is  not  a  replacement  in  kind  as  to  come  within  the 
provisions  of  articles  49  and  50  of  Begulations  4S. 


(See  12^-20^01;  sec.  326,  art  887.)  B^lacement  fund  for  lost 
steamers  derived  from  insurance  collected;  relation  to  inveirted 
capital. 

Section  213 (a) ,  Article  52 :  When  included  in 

gross  income. 

(See  1-19-18;  sec.  212,  art.  22.)  Profit  and  loss  ad}U9tB»nts  for 
prior  years,  made  during  the  taxable  year  under  instructimis  from 
the  Interstate  Comm^ioe  Commission. 


2-19-140. 
O.  D.  97. 

The  date  of  payment  rather  than  date  of  receipt  is  the  govern- 
ing factor  in  determining  when  a  dividend  should  be  treated  as  tax- 
able income  to  the  recipient.  Consequently  a  dividend  paid  in  Mis- 
souri and  received  there  by  stockholders  December  30,  1917,  but 
not  received  by  stockholders  in  California  until  January,  1918,  will 
be  taxable  at  1917  rates  to  the  California  stocUiolders.  (Also  sec. 
201,  art.  1541.) 

2-19-141. 

•  « 

Money  and  other  propertj^  received  in  1916  by  a  stockholder  in 
the  distribution  of  the  capital  and  surplus  of  a  corporation  in 
process  of  dissolution,  of  value  in  excess  of  the  price  paid  by  him 
tor  his  stock  or  of  its  fair  market  vaJue  on  March  1,  1913.  if  he 
acquired  it  before  that  date,  is  income  to  the  stockholder  tor  the 
year  1916.     (Also  sec.  201  art.  1548.) 


21-19^23. 
O.  D.  282. 

When  property  is  sold  by  individnals  who  are  under  agrewnent 
to  incorporate  at  a  later  date,  the  proceeds  of  the  sale  being  placed  oa 
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deposifc  in  a  bank  in  escrow  under  the  condition  that  the  sale  must  be 
ratifijed  by  the  directors  of  the  corporation  when  organized,  income 
accrues  to  tlie  corporation  at  the  time  when  the  sale  is  ratified  and 
the  funds  in  escrow  are  made  available  to  the  company.  (Also  sec. 
233,  art.  541.) 


80-19-635. 
O.  D.  343. 

Where  the  aseete  of  a  eorBoration  in  process  of  liquidation  are 
being  disposed  of,  the  proceeds  being  distributed  to  tixe  stockholders 
in  installments,  and  it  is  not  known  what  the  total  proceeds  will  be, 
and  consecjuently  the  amount  of  profit  to  the  stockholders  can  not 
be  definitely  determined,  a  stockholder  should  return  no  portion  of 
the  installment  payments  as  income  until  the  amount  actually  re- 
ceived exceeds  the  cost  of  the  stock  to  him,  or  its  fair  market  value 
as  at  March  1,  1918,  if  acquired  prior  to  that  date.  However,  if  the 
corporation  enters  into  a  contract  for  the  sale  of  its  assets  at  a  stipu- 
lated price,  the  purchaser  making,  payment  in  installments,  the  por- 
tion of  each  liquidating  payment  to  the  stockholder  representing 
profit  is  determinable  and  should  be  returned  as  income  for  the  year 
during  which  received.     (Also  sec.  201,  art.  1548.) 


2-20-671. 
A.  R.  S.  13. 

Pursuant  to  a  contract  to  sell  real  estate,  executed  in  1917,  at  which 
time  a  small  cash  oonsideration  was  paid,  delivery  of  the  deed  and 
transfer  of  possessicm  took  place  in  1918,  in  which  year  a  substan- 
tial payment  was  made  and  notes  secured  by  mortgage  for  the  unpaid 
balance  were  given. 

Held  that  the  vendor  should  report  the  profit  realized  from  the 
transaction  as  gross  income  for  1918,  and  that  the  small  advance 
payment  made  in  1917  should  be  treated  as  a  return  of  capital, 
since  it  was  less  than  the  cost  of  the  property  to  the  vendor  and  did 
not,  therefore,  constitute  taxable  income  for  1917. 


3-20-683. 
T.  D.  2960. 

Jackson  v.  Smietanka  (U.  S.  District  Court,  Dec.  — ,  1919). 

A  taxpayer  who  keeps  no  books  of  account,  and  to  whom  is  paid 
upon  the  termination  of  services  extending  over  a  period  of  years, 
a  lump  sum  in  amount  not  previously  agreed  upon,  as  compensation 
for  such  services,  must  return  as  income  in  the  year  in  which  received 
the  entire  amount  so  paid  him,  even  when  such  payment  is  accom- 
panied by  a  statement  proportioning  the  compensation  over  the 
years  in  which  the  services  were  rendered. 
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S.  1315, 


INCOME  TAX — SEOnON  II,  PAR.  B,  ACT  OP  OCTOBER  3,  1913;  SECTIOX 

2(a),  ACT  OP  SEPTEMBER   8,   1916. 

Where  a  sale  is  made  and  because  of  claimants  for  commissions 
the  seller  is  re(^uired  by  the  purchaser  to  put  a  .certain  part  of  the 
purchase  price  m  escrow,  ana  thereafter  certain  claimants  are  paid 
directly  out  of  said  funds  in  escrow,  the  seller  is  not  liable  for  income 
tax  upon  any  part  of  the  purchase  price  in  escrow  until  actually 
received  by  him. 


8-20-750, 
S.  1335. 

The  award  in  the  year  1918  by  a  Board  of  Arbitration  of  x  doUars 
to  the  M  Company  on  its  unli<iuidated  claim  to  a  portion  of  the 
proceeds  arising  out  of  transactions  which  took  place  in  1917,  is  in- 
come to  the  corporation  for  the  year  1918  rather  than  1917. 


8-2a-75L 
0. 988. 

No  realization  of  gain  or  loss  arises  from  a  mere  contract  to  sell 
.real  estate  in  the  future.  The  sale  is  held  to  occur  at  the  time  a 
deed  passes  or  at  the  time  possession  and  the  burdens  and  b^efits 
of  ownership  are  from  a  practical  standpoint  transferred  to  the 
buyer,  whichever  occurs  first.  Payments  made  prior  to  the  sale  are 
to  be  applied  in  reduction  of  cost  so  far  as  they  do  not  exceed  cost; 
being  treated  as  income  to  the  extent,  if  any,  to  which  cost  is  ex- 
ceeded. 


14-20-824 
O.  D.  432. 

If  the  compensation  of  a  Federal  official  has  been  withheld  for  a 
number  of  years  pending  settlement  of  a  contested  election,  and  it  is 
paid  to  him  after  a  decision  has  been  rendered  in  his  favor,  the  entire 
amount  should  be  reported  as  income  of  the  year  in  which  received. 


(See  15-20-850;  sec.  218,  art.  334.)  Income  of  stockholder  for 
calendar  year  when  personal  service  corporation  changes  from  fiscal 
to  calendar  year  basis  of  filing  returns. 


16-20-858. 
O.  D.  460. 

A  performed  certain  services  in  1909  under  an  agreement  that  he 
was  to  receive  as  compensation  a  percentage  of  the  net  income  of  a 
business  enterprise,  the  time  of  payment,  however,  to  be  within  the 
discretion  of  the  individuals  in  control  of  the  business  enterprise. 
The  amount  of  A's  compensation  was  determined  in  1916  but  not 
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paid  until  1919.  Held  that  as  A  kept  his  books  on  the  cash  receipts 
and  disbursements  basis,  the  entire  amount  received  constitutes  in- 
come for  the  year  1919. 

16-20-874. 
O.  D.  461. 

A  corporation  assigned  its  principal  asset,  a  mortgage,  to  trustees 
in  trust  for  its  stockholders  and  then  instituted  liquidation  proceed- 
ings. The  mortgage  was  payable  in  annual  installments  with  mterest, 
and  the  beneficiaries  under  the  trust  were  to  receive  proportionate 
shares  of  the  principal  and  interest  as  paid  to  the  trustees.  The 
trustees  were  to  receive  compensation  in  a  fixed  amount  plus  a  per- 
centage of  the  income  received  and  distributed,  and  be  reimbursed 
for  expenses  incurred  in  connection  with  the  trust. 

Held  that  the  profit  of  the  stockholders  from  the  surrender  of  their 
stock  is  not  definitely  ascertainable,  and  they  need  not  report  any 
amount  as  income  until  the  total  sum  received  in  liquidation  exceeds 
either  the  cost  of  their  stock  or  its  fair  market  value  March  1,  1913, 
if  acquired  prior  to  that  date.     (Also  sec.  201,  art.  1548.) 


Secjtion  213(a),  Article  64:  Examples  of  con-  20-19-505. 

structive  receipt.  0. 912. 

The  donation  by  assignment  of  partnership  profits  to  be  earned 
in  the  future  does  not  exempt  such  profits,  when  determined,  from 
taxation  as  a  part  of  the  individual  income  of  the  donor.  (Also 
sec.  218.  art.  322.) 


15-20^842. 
O.  D.  446. 

A  taxpayer  is  deemed  to  have  received  items  of  gross  income  which 
have  been  credited  to  or  set  apart  for  him  without  restriction.  There- 
fore, an  amount  credited  to  shareholders  of  a  building  and  loan 
association,  when  such  credit  passes  without  restriction  to  the  share- 
holder, has  a  taxable  status  as  income  for  the  year  of  the  credit  and 
should  be  so  reported  by  the  shareholder. 

In  cases,  however,  where  the  amount  paid  in  by  the  shareholder 
and  the  accumulative  profits  do  not  become  available  to  the  share- 
holder until  the  maturity  of  a  share,  the  proceeds  of  any  share  sub- 
scribed for  subsequent  to  March  1,  1913j  m  excess  of  the  aggregate 
amount  paid  in  by  the  shareholder^  is  income  for  the  year  of  the 
maturity  of  the  share. 

If  the  subscription  was  made  prior  to  March  1, 1913,  and  under  the 
rules  of  the  association  the  share  subscribed  for  had  a  cash  surrender 
value  on  March  1,  1913,  and  any  year  thereafter  in  excess  of  the 
amount  paid  in  by  the  shareholder,  the  determination  of  any  profit 
realized  at  the  time  of  cash  surrender  or  for  the  year  of  the  maturity 
of  the  share  will  be  based  on  the  proceeds  in  excess  of  the  cash  sur- 
render value  as  of  March  1, 1913,  plus  the  aggregate  amount  paid  in 
subsequent  thereto, 
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6-20-725. 
S.  1315, 


INCOME  TAX — SEOnON  U,  PAR.  B,  ACT  OF  OCTOBER  3,  1913;  SECTION 

2(a),  ACT  OF  SEPTEMBER   8,   1916. 

Where  a  sale  is  made  and  because  of  claimants  for  commissions 
the  seller  is  rec^uired  by  the  purchaser  to  put  a  certain  part  of  the 
purchase  price  m  escrow,  and  thereafter  certain  claimants  are  paid 
directly  out  of  said  funds  in  escrow,  the  seller  is  not  liable  for  income 
tax  upon  any  part  of  the  purchase  price  in  escrow  until  actually 
received  by  him. 


8-20-750, 
S.  1335. 

The  award  in  the  year  1918  by  a  Board  of  Arbitration  of  x  dollars 
to  the  M  Company  on  its  unlicjuidated  claim  to  a  portion  of  the 
proceeds  arising  out  of  transactions  which  took  place  in  1917,  is  in- 
come to  the  corporation  for  the  year  1918  rather  than  1917. 


8-20-751. 
O.  988- 

No  realization  of  gain  or  loss  arises  from  a  mere  contract  to  sell 
.real  estate  in  the  future.  The  sale  is  held  to  occur  at  the  time  a 
deed  passes  or  at  the  time  possession  and  the  burdens  and  benefits 
of  ownership  are  from  a  practical  standpoint  transferred  to  the 
buyer,  whichever  occurs  first.  Payments  made  prior  to  the  sale  are 
to  be  applied  in  reduction  of  cost  so  far  as  they  do  not  exceed  cost; 
being  treated  as  income  to  the  extent,  if  any,  to  which  cost  is  ex- 
ceeded. 


14-20^24. 
O.  D.  432. 

If  the  compensation  of  a  Federal  official  has  been  withheld  for  a 
number  of  years  pending  settlement  of  a  contested  election,  and  it  is 
paid  to  him  after  a  decision  has  been  rendered  in  his  favor,  the  entire 
amount  should  be  reported  as  income  of  the  year  in  which  received. 


(See  15-20-850;  sec.  218,  art.  334.)  Income  of  stockholder  for 
calendar  year  when  personal  service  corporation  changes  from  fiscal 
to  calendar  year  basis  of  filing  returns. 


16-20-858. 
O.  D.  460. 

A  performed  certain  services  in  1909  under  an  agreement  that  he 
was  to  receive  as  compensation  a  percentage  of  the  net  income  of  a 
business  enterprise,  the  time  of  payment,  however,  to  be  within  the 
discretion  of  the  individuals  in  control  of  the  business  enterprise. 
The  amount  of  A's  compensation  was  determined  in  1916  but  not 
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paid  imtil  1919.  Held  that  as  A  kept  his  books  on  the  cash  receipts 
and  disbursements  basis,  the  entire  amount  received  constitutes  in- 
come for  the  year  1919. 

16-20-874. 
O.  D.  461. 

A  corporation  assigned  its  principal  asset,  a  mortgage,  to  trustees 
in  trust  for  its  stockholders  and  then  instituted  liquidation  proceed- 
ings. The  mortgage  was  payable  in  annual  installments  with  mterest^ 
and  the  beneficiaries  under  the  trust  were  to  receive  proportionate 
shares  of  the  principal  and  interest  as  paid  to  the  trustees.  The 
trustees  were  to  receive  compensation  in  a  fixed  amount  plus  a  per- 
centage of  the  income  received  and  distributed,  and  be  reimbursed 
for  expenses  incurred  in  connection  with  the  trust. 

Held  that  the  profit  of  the  stockholders  from  the  surrender  of  their 
stock  is  not  definitely  ascertainable,  and  they  need  not  report  any 
amount  as  income  imtil  the  total  sum  received  in  liquidation  excee(Js 
either  the  cost  of  their  stock  or  its  fair  market  value  March  1,  1913, 
if  acquired  prior  to  that  date.     (Also  sec.  201,  art.  1548.) 


Section  213(a),  Article  64:  Examples  of  con-  20-19-505. 

structive  receipt.  0. 912. 

The  donation  by  assignment  of  partnership  profits  to  be  earned 
in  the  future  does  not  exempt  such  profits,  when  determined,  from 
taxation  as  a  part  of  the  individual  income  of  the  donor.  (Also 
sec.  218.  art.  322.) 


15-20-842. 
O.  D.  446. 

A  taxpayer  is  deemed  to  have  received  items  of  gross  income  which 
have  been  credited  to  or  set  apart  for  him  without  restriction.  There- 
fore, an  amount  credited  to  shareholders  of  a  building  and  loan 
association,  when  such  credit  passes  without  restriction  to  the  share- 
holder, has  a  taxable  status  as  income  for  the  year  of  the  credit  and 
should  be  so  reported  by  the  shareholder. 

In  cases,  however,  where  the  amount  paid  in  by  the  shareholder 
and  the  accumulative  profits  do  not  become  available  to  the  share- 
holder until  the  maturity  of  a  share,  the  proceeds  of  any  share  sub- 
scribed for  subsequent  to  March  1,  1913^  in  excess  of  the  aggregate 
amount  paid  in  by  the  shareholder^  is  income  for  the  year  of  the 
maturity  of  the  share. 

If  the  subscription  was  made  prior  to  March  1, 1913,  and  under  the 
rules  of  the  association  the  share  subscribed  for  had  a  cash  surrender 
value  on  March  1,  1913,  and  any  year  thereafter  in  excess  of  the 
amount  paid  in  by  the  shareholder,  the  determination  of  any  profit 
realized  at  the  time  of  cash  surrender  or  for  the  year  of  the  maturity 
of  the  share  will  be  based  on  the  proceeds  in  excess  of  the  cash  sur- 
render value  as  of  March  1, 1913,  plus  the  aggregate  amount  paid  in 
subsequent  theretOt 


SECTION  2ia(b).— GBOSS  INCOME  DEFINED: 

EXCLUSIONS, 

Section  213(b),  Abticle  71:  What  excluded  1-19-48. 

from  gross  income.  0.  D.  36. 

Money  received  by  naval  attaches  to  be  expended  by  them  for 
entertaining  and  exceptional  purposes  caused  by  reason  of  their 
duties  is  not  subject  to  tax  and  need  not  be  included  in  any  income 
tax  return  su<^  officers  may  be^  required  to  render^  if  expencted  solely 
in  connection  with  their  official  duties  and  no  part  of  same  is  diverted 
for  personal  use  or  expenses. 


a-19-180. 
O.  D.  119. 

A  clergyman  is  not  liable  for  any  income  tax  on  the  amount 
received  by  him  during  the  year  from  the  parish  of  which  he  is  in 
charge,  provided  that  he  turns  over  to  the  religious  order  of  which 
he  is  a  member  all  the  money  received  in  excess  of  his  actual  living 
expenses,  on  account  of  the  vow  of  poverty  which  he  has  taken. 

Members  of  religious  orders  are  subject  to  tax  upon  taxable  in- 
come, if  any,  received  by  them  individually,  but  are  not  subject  to 
tax  on  income  received  uy  them  merely  as  agents  of  the  orders  of 
which  they  are  members. 

12^20^79a. 
0. 1014. 

Premiums  paid  by  an  employer  on  policies  of  group^  life  insurance 
covering  the  lives  of  employed,  under  which  financial  benefit  can 
accrue  only  to  beneficiaries  designated  by  the  employees,  do  not 
constitute  taxable  income  to  the  employees  whose  lives  are  insured. 
(Also  sec.  213(a),  art.  33;  sec.  215,  art.  294.) 


Section  213(b),  Article  72:  Proceeds  of  insur*  6-19-270. 

ance-  T.  B.  B.  22. 

The  term  "individual  beneficiary,"  as  used  in* section  213(b)  1, 
Kevenue  Act  of  1918,  is  held  to  invade  a  partn^*8hip  beneficiary. 
Accordingly  a  partnership  is  not  required  to  include  in  gross  income 
the  proceeds  of  life  insurance  policies  paid  to  it  upon  the  death  of  the 
insured.     (Also  sec.  218,  art  381.) 


10-20-778. 
0.  995. 

Where  under  a  life  insurance  policy  there  is  payable  to  a  first 
beneficiary  named  6  per  cent  per  annum  of  the  face  value  of  the 
policy  during  life,  and,  upon  the  death  of  the  firsfc  beneficiary,  the 
face  value  of  the  policy  is  payable  to  a  second  beneficiary,  the  pay- 
ments to  the  first  bene^ciary  are  a  part  of  the  proceeds  of  the  policy 
within  the  meaning  of  section  213(d)  1  of  the  Kevenue  Act  of  1918, 
and  are  not  to  be  included  in  gross  income  for  the  purpose  of  the 
income  tax. 
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Arm)unt0  received  hy  aib  mdirvidnftl  benefickry  (»r  bj  the  efii»te  of 
the  iBsured  under  the  terms  of  an  m-dmarjr  liie^  contiBUous  uustall^ 
niei^t  boDid  eoatFAet  iseised  by  a  life  kisurance  eosapaBy  sure  exempt 
from  tax  under  the  provisions  of  section  213(b)  1,  Revenue  Act  of 
1918.  This  applies  not  only  to-  the-  installment  payments  received 
but  also  to  any  dividends  received  under  the  terms  of  the  bond. 


Sficnox   213(b),   Anxicoi  73:  Gifts   and  be-  7-lt>-290. 

quests.  S.  1022. 

The  following  rules  should  be  followed  by  the  Bureau  oi  Internal 
Revenue  in  distinguishing  a  case  of  an  actual  gift  and  a  case  of  a 
merely  colorable  gift : 

(o>  Where  it  appears  that  the  owner  of  property  has  purported  to  transfer  it 
without  consideration  to  a  member  oi  his  own  family,  or  to  any  other  person 
with  whom  he  Is  in  confidential  rrfatlonfl,  and  that  shortly  thereafter  a  profit- 
able sale  of  thesecUTity  or  property  so  transferred  has  occurred-,  such  facts  con- 
stitute prtraa  faci#  evi^eace  that  the  purported  gift  was  net  an  aetual  gift  and 
tkftt  the  tranaSer  was»,  in  fact,  merely  colorable.  In  such  case  the  so-called  gift 
should  be  ignored  in  calculating  tax,  and  the  case  should  be  investigated  for 
evidence  on  which  a  charge  of  fraud  could  be  supported  in  a  contest. 

( 5  >  The-  prima  facie  case  made  out  by  tl^  facts  mentioned?  In  the  preceding 
paragraph  may  be  rebutted-  by  proof  which  establishes  that  it  was  not  a  trana» 
action  primarily  for  the  advantage  of  the  d<»or,  and  that  there  waa  no  agree- 
ment or  understanding,  tacit  or  otherwise,  that  the  donor  was  to  receive  back 
the  proceeds  or  at  any  time  control  their  disposition.  Mere  statements  by  the 
parties  to  the  effect  that  the  gift  was  geaulne^are  regarded  as  of  little  weight ; 
the  best  proof,  that  a  f^ft  was  a  real  gift  would  cf^iKsist  of  facts  showing  that  the 
poeitioD  oif  relatk^nship  of  the  :^rtie»  is  such  a«  to  show  a  reasonable  oceasiOQ 
for  such  a  gift  being  made,  and  such  as  to  explain  tlie  sale  by  the  donee.  In- 
quiry should  be  made  as  to  the  disposition  of  the  proceeds. 

(c)  Where  a  taxpayer  purports  to  make  a  gift  to  a  member  of  his  family  or 
to  a  person  in  a  confidential  relation  to  himself,  but  no  sale  occurs,  the  ques- 
tioD  whether  such  gift  wa»  real  or  merely  colorable  is  oae  to  be  decided  on  all 
of  the  facts.  The  mere  fact  that  such  conveyance  is  made  may  not  lawfully 
be  regarded  as  proof  of  fraud ;  but  if  the  effect  of  the  gift  Is  to  diminish  tax 
liabiUty,  a«*  it  appearrs^  either  at  the  time  of  the  gift  or  at  any  time  thereafter, 
that  the  doner  is  deriving  advaatage  from  the  property  which  he  puiT)orted  to 
give  away,  such  facts  constitute  prima  facte  evidence  that  the  gift  was  only 
colorable  and  the  transaction  should  be  treated  as  a  nullity  unless  other  facts 
are  develoi^ed  which  show  that  it  was  a  true  gift.  If  such  a  gift  is  colorable 
only  and  made  fer  the  pu^rpose  of  escaping  tux,,  the  donor  is  guilty  of  fraud 
and  subject  to  penalty  and  punishment  therefor. 


22-19-0,^8. 
O.  D.  286. 


A  bonus  paid  by  a  State  to  its  residents  who  served  in  the  mili- 
tary or  naval  forces  during  the-  war  with  Germany  does  not  consti- 
tute taxable  income  to  the  recipient. 


(See  4-20-700 ;  sec.  213 (a) ,  art  32.)    Taxability  of  paymeirts  made 
to  e3Kecutor  in  addition  to  commissions  as  such. 
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Section  213(b),    Articlb    74:  Interest    upon  1-19-42. 

State  obligations.  O.D.30. 

Interest  received  on  certificates  of  indebtedness  known  as  fire 
relief  certificates,  issued  in  the  State  of  Minnesota,  is  considered  in- 
terest upon  the  obligations  of  a  State,  and,  therefore,  not  taxable. 


28-19-61L 
O.  D.  32T. 

Certificates  of  sale  issued  by  a  county  or  other  political  sub- 
division of  a  State  in  connection  with  the  sale  of  property  for  non- 
payment of  taxes  do  not  fall  within  that  class  of  obligations  of  ^ 
State,  county,  or  municipality,  the  income  from  which  is  exempt 
from  Federal  income  tax. 


15-20-843. 
O.D.447. 

Bonds  were  issued  by  a  municipality  of  Wisconsin,  in  accordance 
with  the  general  city  charter  law  of  that  State,  to  cover  deferred 
installments  of  assessments  against  real  estate  for  the  cost  of  certain 
public  improvements.  Each  oond  was  a  lien  upon  all  the  property 
benefited  to  the  extent  of  unpaid  assessments  and  interest  thereon. 
The  bonds  contained  recitals  that  they  were  chargeable  only  to  the 
particular  property  described  therein,  and  that  they  should  in  no 
event  constitute  a  general  city  liability. 

Notwithstanding  the  bonds  were  not  a  general  liability  of  the  city, 
they  were  issued  by  the  city  for  public  purposes  and  are  obligations 
of  a  political  subdivision  of  a  State  within  the  meaning  of  section 
213(b)  4  of  the  Revenue  Act.  of  1918,  and  the  interest  upon  such 
bonds  is  accordingly  exempt  from  tax. 


Section   213(b),   Article   77:   Interest   upon  1-19-46. 

United  States  obligations.  0.  D.  34. 

Interest  on  certificates  of  indebtedness  issued  by  the  Philippine 
Government  is  exempt  from  taxation  under  the  Revenue  Act  of  1918. 


(See  1-19-116;  sec.  325,  art.  815.)     Taxability  of  interest  upon 
bonds  of  the  War  Finance  Corporation. 


3-19-181. 

0.  D.  m 

An  owner  of  nontax-free  Liberty  bonds  who  has  made  an  absolute 
gift  of  the  coupons  attached  to  the  bonds  covering  interest  due  for 
a  number  of  years  will  be  required  to  include  in  his  income  tax 
return  the  interest  which  accrues  each  year  on  the  bonds,  and  to  pay 
any  tax  that  may  be  due  thereon.  If  the  gift  of  the  coupons  is  to 
an  institution  under  section  214(a)  11,  a  deduction  of  such  gift  would 
be  allowed  in  the  annual  income  tax  return.  (Also  sec  214(a)  Hj 
art.  251.) 
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(See  8-1^-331;  sec.  238,  art.  541.)  Taxability  of  interest  received 
by  banks  on  loans  made  to  customers  on  account  of  Liberty  bonds 
purchased  for  them. 

10-19-356. 
O.  D.  206. 

Certificates  of  indebtedness  issued  by  the  Director  General  of 
Railroads  are  held  to  be  obligations  of  the  United  States  but  not  such 
obligations  as  are  exempt  from  income,  war  profits,  and  excess  profits 
taxes. 


11-19-874. 
O.  D.  212. 

Interest  upon  bonds  issued  bv  the  War  Finance  Corporation,  prin- 
cipal of  which  does  not  exceed.  $5,000  in  ag^egate,  is  exempt  from 
taxation  under  section  16,  Act  approved  April  5,  1918.  This  exemp- 
tion is  in  addition  to  $52000  exemption  allowed  under  section  7,  Act 
approved  April  24,  19lY,  which  amount  includes  Liberty  bonds  of 
any  issue  (excluding  first),  war  savings  certificates,  and  certificates 
of  indebtedness. 


3-20-684. 
O.  D.  368. 

The  principal  of  bonds  issued  by  the  people  of  Porto  Rico  is  ex- 
empt from  taxation  by  the  United  States  under  the  Act  of  Congress 
approved  March  2,  1917.  The  interest  derived  from  such  bonds  is 
exempt  from  income,  war  profits,  and  excess  profits  taxes  under  the 
provisions  of  section  213(b)  4,  Revenue  Act  of  1918. 


13-20-807. 
O.  D.  420. 

Bonds  issued  by  the  military  government  of  Santo  Domingo  in 
behalf  of  and  payable  from  the  revenues  of  the  Dominican  Republic 
while  that  country  was  under  temporary  military  occupation  by  the 
United  States  are  not  obligations  of  the  United  States  or  of  a  posses- 
sion of  the  United  States  within  the  meaning  of  section  218(b)  4 
of  the  Revenue  Act  of  1918,  and  the  interest  thereon  is  not  exempt 
from  normal  and  additional  taxes  imposed  by  that  Act. 


Section  213(b),  Article  79:  Liberty  bond  ex-  11-19-373. 

emption  from  surtax  and  war  profits  and  ex-  O.  D.  211. 

cess  profits  tax  in  1918. 

If  a  partnership  was  an  "original  subscriber  "  to  Liberty  bonds  of 
the  fourth  series  and  was  reorganized  as  a  corporation  prior  to  July 
1,  1919,  and  elects  to  be  taxed  as  a  corporation  from  January  1, 1918, 
in  accordance  with  section  830,  Revenue  Act  of  1918,  the  corporation 
will  be  considered  an  "  original  subscriber  "  to  Lil^erty  bonds  of  the 
fourth  series  within  the  meaning  of  article  79  of  Regulations  45. 
(Also  sec.  330,  art.  933.) 


11-19^75. 
O.  D.  213. 

The  words  "  the  date  of  the  tax  return  "  as  used  in  the  supplement 
to  the  second  Liberty  loan  Act  are  held  to  mean. the  date  on  which 
the  return  is  filed  with  the  collector.  Consequently  a  taxpayer  hold- 
ing the  prescribed  amount  of  fourth  Liberty  loan  bonds  on  Decem- 
ber 31, 1918,  but  who  disposes  oi  them  on  Jaaoary  1^  JL919,  before  his 
return  has  been  filed,  is  not  aUawed  ibe  exemptioa  Eeferred  to  in  the 
supplement  to  the  second  Liberty  loan  act. 


Section   213(b),   Article    80:   Liberty    bond  1-19-40. 

exemption  after  December  31,  1918.  O.  D.  28. 

The  computation  of  exempt  interest  from  Liberty  loan  bonds  will 
be  based  upon  the  full  amount  of  bonds  subscribed  for  and  still 
owned,  and  interest  upon  obligations  incurred  to  purchase  or  carry 
Liberty  bonds  issued  after  September  24, 1917,  may  be  deducted  from 
gross  income.     (Also  sec.  214(a),  2,  art.  121.) 

In  computing  the  amount  of  admissible  assets  for  the  purpose  of 
determining  the  average  percentage  of  inadmissible  assets,  the  total 
cost  of  bonds  subscribed  for,  whether  fully  paid  or  not,  may  be  in- 
cluded in  admissible  assets.     (Also  sec.  325,  arts.  815  to  818.) 


1-19-43. 
O.  D.  31. 

In  cases  where  there  have  been  a  great  many  changes  in  the  amount 
of  Liberty  bonds  of  the  various  classes,  oi*  other  securities  of  the 
United  States,  held  by  a  bank  during  the  year,  it  will  be  permissible 
to  determine  the  amount  of  interest  derived  from  each  class,  in 
excess  of  the  maximum  exemption  applicable  from  the  books  or  other 
records  of  the  bank.  The  correct  amount  of  interest,  subject  to  tax, 
received  or  accrued,  must  be  shown  and  a  statement  attached  to  the 
return  showing  how  the  interest  was  (^ermined. 


2-19-148. 
T.  D.  2836. 

Tax  exemptions  of  Liberty  bonds  and  Victory  notes. — ^Liberty 
bonds  and  Victory  notes  issued  under  authority  of  the  Acts  of  Con- 
gress approved  April  24,  1917,  September  24,  1917,  April  4,  1918, 
July  9,  1918,  September  24,  1918,  and  March  3,  1919,  are  entitled, 
respectively,  to  the  exemptions  from  taxation  set  forth,  in  said  Acts, 
from  which  the  statements  on  this  page  are  summarized,  and  to  whidi 
they  are  subject. 

I.  Four  per  cent  and  4^  per  cent  bonds  are  exempt  from  all  Fed- 
eral, State,  and  local  taxation,  except  {a)  estate  or  inheritance  taxes, 
and  {h)  F^eral  income  surtaxes  and  profits  taxes,  as  follows: 
(1)  First  Liberty  loan  converted  4  p^  omt  bonds  of  1^2^1947  (&st 
4s) ;  (2)  First  Liberty  loan  converted  4^  per  cent  bonds  of  1932-1947 
(first  4Js,  issue  of  May  9,  1918) ;  (3)  First  Liberty  loan  second  coa- 
verted  4^  per  cent  bonds  of  193S^1»47  (first  4Js^  issue  of  October  24, 
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1918)  ;  (4)  Second  Liberty  loan  4  per  cent  bonds  of  1927-1942  (second 
4s) ;  (6)  Second  Liberty  loan  converted  4^  per  cent  bonds  of  1927- 
1942  (second  4is) ;  (6)  Third  Liberty  loan  4i  per  cent  bonds  of  1928 
(third  4i8)  ;  (7)  Fourth  Liberty  loan  ^  per  cent  bonds  of  1933-1938 
(foui'th  44s);  and  (8)  Victory  Liberty  loan  4|  per  cent  convertible 
gold  notes  of  1922-192^  (4J  per  cent  Victory  notes)  are  exempt,  both 
as  to  principal  and  interest,  from  all  taxation  now  or  hereafter  im- 
posed by  the  United  States,  any  State,  or  any  of  the  possessions  of 
the  United  States,  or  by  any  local  taxing  authority,  except  (a)  estate 
or  inhmtance  taxes,  and  (h)  graduated  additional  income  taxes, 
commonly  known  as  surtaxes,  and  excess  profits  and  war  profits  taxes, 
now  or  hereafter  imposed  by  the  Unitea  States,  upon  the  income  or 
profits  of  individuals,  partnerships,  associations,  or  corporations. 

II.  Four  per  cent  and  4J  per  cent  bonds  are  entitled  to  limited 
exemptions  irom  Federal  income  surtaxes  and  profits  taxes,  as  fol- 
lows: 4  per  cent  and  4^  per  cent  Liberty  bonds  (but  not  4f  per  cent 
Victory  notes)  are  entitled  to  certain  limited  exemptions  from 
graduated  additional  income  taxes,  commonly  known  as  surtaxes,  and 
excess  profits  and  war  profits  taxes,  now  or  hereafter  imposed  by 
the  United  States,  upon  the  income  or  profits  of  individuals,  partner- 
ships, associations,  or  corporations,  m  respect  to  the  interest  on 
principal  amounts  thereof,  as  follows: 

5vj,(X)(>  ia  the  aggregatt^  of  ikrat  4s,  first  4^9  (issues  of  May  9  aud  October  24, 
1918),  second  48  and  4^8,  third  4^8*  fourth  4^s,  Treasury  CertiUcates, 
and  War  Saving  Certificates. 

$30,000  of  first  4is  (issue  of  October  24,  1918,  only),  until  the  expirntion  of  two 
yeai*a  after  the  termination  of  the  war. 

$30,000  of  fourtli  4^s,  until  the  expiration  of  two  years  after  the  termination 
of  the  war. 

^'50,000  in  the  aggiej;ate  of  fii-st  4s»  first  4is  (issues  of  May  9  and  October  24, 
1918),  second  4s  and  4is,  third  4is,  and  fourth  4is,  as  to  the  interest 
received  on  and  after  January  1,  1919,  nntll  the  expiration  of  five 
years  after  the  termination  of  the  war. 

$45,000  in  the  aggregate  of  first  4s,  4is  (issue  of  May  9,  1918,  only),  second 
4s  and  4is,  and  third  4|s,  as  to  the  interest  received  after  January 
1,  1918,  until  the  expiration  of  two  years  after  the  termination  of 
the  war;  tliis  exemption  conditional  on  original  subscription  to,  and 
continued  holding  at  the  date  of  the  tax  return  of,  two-thinUs  as 
many  l)onds  of  the  Fourth  Liberty  loan. 

$20,000  in  the  aggregate  of  first  4s,  flrHt  4\h  ( lsau(^  of  May  9  and  October  24, 
1918),  second  49  and  4is,  tbir«i  4is,  and  fourth  4is,  as  to  the  interest 
received  on  and  after  January  1,  1919;  this  exemption  conditional 
upon  original  subscription  to,  and  continued  holding  at  the  date  of 
the  tax  return  of,  one-third  as  many  notes  of  the  Victory  Liberty 
loan,  and  extending  through  the  life  of  such  notes  of  the  Victory 
Liberty  loan. 

$100,(X)0  Total  possible  exemptions  from  Federal  income  surtaxes  and  profits 
taxes,  subject  to  conditions  above  summarized. 

III.  Three  and  one-half  per  cent  bonds  and  3J  per  cent  notes  are 
exempt  from  all  Federal,  State,  and  local  taxation,  except  estate  or 
inheritance  taxes,  as  follows:  (1)  First  Liberty  loan  3^  per  cent 
bonds  of  193^-1947  and  (2)  Victory  Liberty  loan  3J  per  cent  con- 
vertible gold  notes  of  1922-1923  are  exempt,  both  as  to  principal  and 
interest,  from  all  taxation  (except  estate  or  inheritance  taxes)  now 
or  hereafter  imposed  by  the  United  States,  any  State,  or  any  of  the 
possessions  of  the  United  States,  or  by  any  local  taxing  authority. 
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I  •'. 


2-19-171. 
T.  B.  K.  7. 

Each  of  several  affiliated  corporations  included  in  a  consolidated 
return  under  section  240  of  the  Kevenue  Act  of  1918  is  entitled  to  the 
same  full  benefits  under  the  exemption  provisions  of  the  several 
Liberty  bond  acts  to  which  it  would  be  entitled  if  not  affiliated. 


6-19-271 
T.  B.  E.  2 


A  bank  which  takes  over  Liberty  bonds  after  default  by  individual 
subscribers  can  not  be  considered  an  original  subscriber  to  such  bonds. 


G-19-272. 
T.  D.  2865. 

All  interest  accrued  on  4f  per  cent  Victory  notes  at  the  date  of  any 
conversion  by  the  taxpayer  into  3|  per  cent  Victory  notes  will,  for 
the  purposes  of  computing  net  income,  be  deemed  to  be  interest  upon 
4J  per  cent  Victory  notes  and  will  be  entitled  only  to  the  exemptions 
from  taxation  to  which  interest  on  4f  per  cent  Victory  notes  is  en- 
titled. Any  and  all  amounts  received  by  any  taxpayer  from  the 
United  States  by  way  of  adjustment  of  accrued  interest  upon  con- 
version of  4tJ  per  cent  Victory  notes  into  3J  per  cent  Victory  notes 
will  be  deemed  to  be  interest  upon  4f  per  cent  Victory  notea 

All  interest  accrued  on  3f  per  cent  Victory  notes  at  the  date  of 
any  conversion  by  the  taxpayer  into  4}  per  cent  Victory  notes  will, 
for  the  purposes  of  computing  net  income,  be  deemed  to  be  interest 
upon  3|  per  cent  Victory  notes  and  will  be  entitled  to  the  exemptions 
from  taxation  to  which  interest  on  8f  per  cent  Victory  notes  is 
entitled. 


12-19-401. 
O.  D.  227. 

Where  a  taxpayer  has  held  at  any  time  or  times,  within  the  tax- 
able year,  Liberty  loan  bonds  (any  issues  except  the  first  uncon- 
verted). United  States  certificates  of  indebtedness,  or  war  savings 
stamps,  the  total  interest  received  being  equal  to  or  in  excess  of  the 
interest  for  one  year  on  an  aggregate  principal  of  $5,000,  credit  may 
be  taken  to  an  amount  not  exceedmg  such  amount  of  interest  for  one 
year  on  the  aggregate  principal  of  $5,000. 


8-20-752. 
O.  D.  405. 

An  individual  who  inherits  fourth  Liberty  loan  bonds'or  Victory 
loan  notes  which  were  originally  subscribed  for  by  the  decedent  i!^ 
not  entitled  to  the  collateral  exemption  of  interest  on  bonds  of  pre- 
vious issues  to  which  the  decedent  as  the  original  subscriber  would 
have  been  entitled. 
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Section  213(b),  Articub  81:  Liberty  bond  ex- 
emption in  the  case  of  trusts. 

(See  16-20-861;  sec.  213(c),  art.  93.)  United  Statte  Liberty 
bonds  or  Victory  notes  held  in  trust  for  nonresident  alien  life  bene- 
ficiary. 

Section  213  (b^ ,  Article  82 :  Liberty  bond  ex-  2-20-672. 

emption  in  tne  case  of  partnerships  and  per-  O.  D.  362. 

sonal  service  corporations. 

Where  Liberty  bonds  are  subscribed  for  and  continuously  held  by 
a  partnership  and  one  of  the  partners  purchases  the  bonds  directly 
from  the  partnership,  the  purchaser  is  entitled  to  the  exemption 
which  is  conditioned  upon  orijginal  subscription  to  and  continuous 
holding  of  the  bonds.  The  basis  of  the  exemption  will  be  an  amount 
of  the  bonds  not  in  excess  of  (1)  his  original  share  of  the  bonds  held 
by  the  partnership,  or  (2)  his  share  of  such  bonds  not  sold  by  the 
partnership  plus  the  amount  bought  by  him  from  the  partnership ; 
whichever  amount  is  smaller.  However,  if  the  bonds  are  purchased 
from  another  partner  or  they  are  sold  by  the  partnership  and  repur- 
chased by  him  in  the  open  market,  he  can  not  claim  such  exemptioa 
in  respect  to  any  amount  of  the  bonds  so  acquired. 


Section  213(b),  Article  83 :  Income  of  foreign       '  5-19-248. 

governments.  O.  D.  153. 

The  provision  which  exempts  from  income  tax  certain  income 
of  foreign  ambassadors,  ministers,  and  their  subordinates  who  were, 
nonresident  aliens  at  the  time  of  appointment  does  not  extend  to- 
income  received  by  their  wives  from  sources  within  the  United  States. 


8-19-315. 
O.  D.  182. 

Delegates  to  the  United  States  representing  a  foreign  country 
in  connection  with  an  agreement  with  the  United  States  Food  Ad- 
ministration, whereby  flour  is  furnished  to  that  country,  and  raw  ma- 
terials are  brought  to  this  country  and  sold,  would  not  be  subject  to 
tax  with  respect  to  any  profits  derived  from  the  sale  of  such  products. 


9-19-539. 
O.  D.  196. 


Residents  of  the  United  States,  as  well  as  citizens  thereof,  are 
subject  to  tax  with  respect  to  any  income  received  which  represents 
compensation  for  services  rendered  to  a  foreign  legation. 

A  subject  of  a  foreign  country,  who  at  the  time  of  his  appointment 
to  a  legation  in  the  I'nited  States  is  a  resident  of  the  United  States, 
would  be  subject  to  tax  on  the  same  basis  as  a  citizen  of  the  United 
States. 


29^19-^24. 
O.D.336. 

Only  foreign  diplomats,  ambassadors^  and  other  diplomatic  repre- 
sentatives  in  charge  who  are  accredited  to  the  United  States  to  repre-l 
sent  their  sovereign  or  country  and  who  reside  here,  and  the  members 
of  their  staff  are  entitled  to  exemption  from  tax  on  income  from  in- 
vestments in  bonds  and  stocks  and  from  interest  on  bank  balances/ 
Foreign  consuls  resident  in  the  United  States  are  not  entitled  to  the 
exemption. 

15-20-844.' 
O.D.448. 

Interest  credited  by  a  dcnnestic  bank  to  the  account  of  a  foreign 
bank,  part  of  whose  stock  is  owBfed  by  a  foreign  GoTerament,  is  not 
exempt  iram  income  tax  under  section  213(b)  5  of  the  Kev^iue  Act 
of  1918. 


14-19-43a.' 
Skctiox  213(b),  AicricLfi  84 :  Income  of  State&  0. 8W. 

Wliere  property  is  willed  to  a  municipality  in  trust  that  the  in- 
come of  the  property  shall  be  used  for  a  public  charity  the  income  is 
not  liable  to  Federal  income  tax  and  the  trustees  of  the  fund  are  not 
required  to  file  annual  tax  returns.     (Also  sec.  219,  art.  341.) 


14^19-434. 
O.  D:  250. 

Certain  townships  and  a  county  constructed  the  X  railroad  and 
subsequently  leased  it  to  the  Y  railroad  for  a  number  of  years  for  an 
annual  consideration.  The  rental^  after  the  payment  of  actual  ex- 
penses, being  divided  between  tlie  respective  townships  and  county 
on  the  basis  of  ownership,  is  income  derived  from  a  public  utility 
«nd  as  sBch  is  not  taxable  under  section  213(b)  of  the  Revenue  Act 
of  1918.    The  X  railroad,  however,  must  file  a  return  of  income. 


28-19-612. 
O.  D.  328. 

A  corporation  is  organized  to  furnish  water,  light,  power,  and  heat 
to  a  town.  The  town  owns  practically  all  the  common  stock,  upon 
which  no  dividends  are  to  be  paid.  The  preferred  stock  is  to  be 
redeemed  as  soon  as  possible  out  of  earnings,  after  which  the  plant 
becomes  the  property  of  the  town.  Income  derived  by  the  corporation 
from  the  operation  of  such  plant  is  exempt  from  tax  in  accordance 
with  section  213(b)  7,  Revenue  Act  of  1918,  since  the  imposition  of 
the  tax  would  delay  the  redemption  of  the  preferred  stock,  thereby 
imposing  "  a  loss,  or  burden  "  on  the  town. 

However,  the  corporation  must  file  returns  of  annual  net  income. 

Dividends  received  by  holders  of  the  preferred  stock  of  the  cor- 
poration are  not  an  allowable  credit  against  net  income  for  the 
purpose  of  the  normal  tax.    (Also  sec  216,  art.  301.) 


SfiCTsaif  218(b),  Article  85:  Compensation  of  1-19-45. 

State  officers.  O.  D.  83. 

CompensatkNEL  paid  to  a  oount^  8«WQ;yt>r  from  coimtj  fuBcb^  eren 
thoQgh  on  a  per  diem  basisy  is  free  fron  tax* 


8-19-179. 
T.  D.  2843. 

Salaries  of  State  officials  and  salaries  and  wages  of  employees  of  a 
State  are  not  liable  to  incoixke  tax  ijnpo«ed  by  the  Bevenue  Act  of 
1918. 


4-1^214. 
0. 826. 

Salaries  paid  to  teachers  are  exempt  from  income  tax  only  where 
the  educational  institution  is  maintained  wholly  by  the  State,  and 
the  relation  of  employer  and  employee  exists  between  the  State  and 
the  teacher.  They  are  not  exempt  merely  because  engaged  in  educa- 
tional work,  nor  because  they  are  p^isioned  by  the  State. 


(See  9-19^38;    sec.  213 (a),  art.  31,)     Tazatnlity  o^f  fees  receired 
by  a  witness  summoned  by  a  State  attoirxkey. 


16-19-459. 
O.  D.  256. 

An  individual  who  exercises  a  public  function  under  an  appoint- 
ment issued  by  a  court  officer  for  a  particular  transaction  or  pur- 
pose for  a  limited  time,  and  in  the  exercise  of  such  function  is  not 
invested  with  the  character  of  either  an  officer  or  employee  of  the 
State  or  political  subdivision  thereof,  is  not  considered  to  be  such  a 
State  official  or  employee  whose  Compensation  is  exempt  from  Federal 
income  tax  under  the  provisions  of  article  85  of  Begulations  45  and 
Treasury  Decision  2843. 

The  designations  "State  officers"  and  "employees  of  a  State" 
refer  only  to  those  persoiks  who  are  in  the  regular  and  continual 
service  oi  the  State  or  a  political  subdivision  thereof  witiiin  the 
ordinary  acceptance  of  these  terms.  Accordingly,  administrators 
and  executors,  whether  or  not  they  are  considered  to  be  officers  of  the 
court  in  the  performance  of  their  duties,  are  not  exempt  from  Federal 
income  tax  on  the  compensation  received  for  their  services. 


16-19-460. 
O.  D.  257. 

The  members  of  the  Virginia  debt  commission,  created  by  Act  of 
the  legislature  of  the  State  for  the  purpose  of  discharging  a  govern- 
mental function,  are  considered  to  be  State  offiicers  and  compensation 
received  by  them  for  services  rendered  in  their  official  capacity  is 
exempt  from  Federal  income  tax. . 
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1^-19^97. 
O.D.274. 

Compensation  paid  by  a  State  or  political  subdivision  to  its  officers 
and  employees  is  not  subject  to  the  income  tax  imposed  by  the  Beve- 
nue  Act  of  1918,  even  though  the  recipient  is  a  nonresident  alien. 


25-19-582. 
O.  D.  309. 


A  chief  engineer  appointed  by  a  sewerage  commission  created  bj 
the  common  council  or  a  city  under  authority  of  a  State  statute  is 
considered  to  be  an  employee  of  a  political  subdivision  of  a  State  and 
the  compensation  paid  him  is  not  taxable. 


3-20-^5. 
O.D.369. 

The  compensation  paid  trustees  of  a  corporation,  who  have  filed  an 
application  for  winding  up  the  affairs  of  said  corporation  in  accord- 
ance with  the  laws  of  the  State  of  Connecticut,  is  not  exempt  from 
income  tax,  as  the  trustees  are  not  receivers  in  fact  and  do  not  appear 
to  exercise  a  public  function  under  an  appointment  of  the  court,  nor 
are  they  invested  with  the  character  of  an  officer  or  employee  of  the 
State,  although  the  compensation  is  fixed  by  the  court 


(See  4-20-702;  sec.  214(a)  1,  art  101.)  Salary  paid  by  a  city  to 
a  member  of  a  partnership  and  by  him  turned  over  to  the  partner- 
ship in  accordance  with  his  contract. 


14-20-826. 
O.  D.  434. 

Pensions  received  from  a  State  or  a  political  subdivision  thereof 
by  its  retired  employees  are  exempt  from  tax. 

Persons  serving  on  the  jury  of  a  State,  county,  or  municipal  court 
are  held  to  be  employees  of  a  State  or  a  political  subdivision  thereof, 
and  fees  and  compensation  received  by  tnem  are  accordingly  exempt 
from  tax. 


15-20-845. 
O.  D.  449. 

Compensation  received  by  individuals  holding  the  positions  of 
"  State  agent  of  normal  schools  for  whites,"  "  State  agent  of  normal 
schools  for  negroes,"  and  "  high  school  inspector,"  which  positions 
were  created  by  the  superintendent  of  public  instruction  of  a  State 
without  statutory  authority,  is  not  exempt  from  tax  as  compensation 
received  from  a  State  or  a  political  subdivision  thereof,  when  such 
compensation  is  paid  from  an  endowment  fund  no  part  of  which  is 
under  State  control. 
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Section  213(b),  Akticle  86:  Compensation  of  1-1^-59. 

soldiers  and  sailors.  O.  D.27. 

Employees  of  the  Commission  on  Training  Camp  Activities  as 
such  are  not  considered  to  be  persons  in  active  service  in  the  mili- 
tary or  naval  forces  of  the  United  States,  and,  therefore,  are  not  en- 
titled to  the  exemption  allowed  by  section  213(b),  paragraph  (8),  of 
the  Revenue  Act  of  1918. 

1-19-41. 
O.  D.  29. 

A  civilian  governed  by  the  rules  and  regulations  of  the  Ameri- 
can Expeditionary  Forces  is  not  termed  a  person  in  the  military 
forces  of  the  United  States  within  the  meaning  of  section  213  (b)  8, 
and  therefore  is  not  entitled  to  the  $3,500  exemption  provided  in  that 
section. 


3-19-182. 
O.  D.  121, 

A  member  of  a  partnership  who  has  performed  services  in  the 
military  forces  of  the  United  States  during  the  present  war,  and  ac- 
cording to  agreement  has  turned  over  to  the  partnership  the  com- 
pensation received  for  such  services,  may  in  reporting  his  distribu- 
tive share  of  the  partnership's  income  exclude  from  his  return  an 
amount  equal  to  the  sum  received  for  military  services  and  turned 
over  to  the  partnership,  but  not  in  excess  of  $3,500.  The  other  part- 
ner must  report  his  entire  distributive  share  of  the  income  regardless 
of  the  fact  that  a  portion  of  it  was  derived  from  his  partner's  com- 
pensation for  military  service,     f  Also  sec.  218,  arts.  822,  323.) 


3-19-183. 
O.  D.  122. 

Compensation  received  from  the  United  States  War  Department 
by  a  civilian  flying  instructor  for  services  rendered  during  the  present 
war  does  not  come  within  the  exemption  provided  by  section  213  (b) 
8  of  the  Revenue  Act  of  1918  for  compensation  for  active  military 
service  performed  during  the  present  war. 


3-19-184. 
O.  D.  123. 

The  personal  exemption  allowed  a  married  man  and  the  exemption 
for  dependents  are  not  included  in  the  $3,500  compensation  for  active 
service  in  the  military  or  naval  forces  of  the  United  States  during  the 
present  war  exempt  from  tax  under  section  218(b)  8  of  the  Revenue 
Act  of  1918,    (Also  sec.  216,  art.  302.) 


11-19-376. 
O.  D.  214. 

Only  such  portion  of  amounts  received  by  persons  in  the  military 
service  of  the  United  States  representing  compensation  for  service  in 
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the  Army  and  which  vns  paid  hy  the  Wmr  Departmesit  is  exempt 
from  tax  under  section  213(b)  8  of  the  Eevenue  Act  of  1918. 

Accordingly,  the  compenisation  received  from  the  Spruce  DiTigion 
by  a  person  in  military  service  engaged  in  cutting  spruce  is  taxable 
and  should  be  indudea  iu  his  rrturns.    {Alfio  sec  213(a) ,  art.  31.) 


28^1»-613, 
O.  D.  32y, 

Persons  serving  during-  the  present  war  in  the  American  Merchant 
Marine  Sea  Training  Bureau  are  not  eniitled  to  the  $3,500  esempti(m 
provided  m  section  213(b)  8,  Eevenue  Act  of  1918. 


2&-W-625. 
O.  D.  337. 

Section  213(b)  8,  Revenue  Act  of  1918,  applies  only  to  1918  and 
subsequent  years  and  may  not  be  applied  retroactively  to  salary  or 
compensation  i^ceived  for  active  ser%4ce  in  the  military  or  naval 
forces  of  the  United  States  between  April  6, 1917,  and  December  31, 
1917. 


3-20-686. 

O.  D.  370. 

The  following  items  are  to  be  included  in  the  $3^00  exemption 

provided  in  section  213(b)  8,  Beyenue  Act  of  1918,  for  salary  or 

compensation  received  by  persons  in  the  military  or  naval  forces  of 

the  United  States  during  ike  "  present  war  ^ : 

Bonus  payable  upon  discharge. 

Mileage  from  point  of  discharge  to  point  of  enlistment. 
Eaticm  money  covering  periods  of  absence  from  camp  on  furlough. 


14-20-827. 

O.D.43n. 

Army  field  clerics  are  persons  in  the  military  forces  of  the  United 
States  within  the  meaning  of  section  213(b)  8  of  the  Revenue  Act 
of  1918. 

The  right  to  the  $3,500  exemption  in  the  case  of  "reconstruction 
aides  "  in  the  Army  is  dependent  upon  their  status,  whether  military 
or  civil,  while  engaged  in  such  work.  The  exemotion  would  not  l)e 
allowed  in  the  case  of  a  civilian  so  engaged,  wLereas  it  would  be 
allowed  in  the  case  of  a  member  of  the  military  forces  )md€r  similar 
assignment  without  diange  of  status. 


14-20-828. 
O.D.436. 

An  officer  of  the  National  Guard  detailed  to  the  General  Staff 
College  is  not  ooansid^'ed  to  be  in  active  serv^ioe  in  the  militarv  forces 
of  the  TTnited  States  and  therefore  is  not  entitled  to  the  $3,500 
exemption  provided  in  section  213(b)  8  of  the  Sevemie  Act  of  1918' 
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O.D..462. 


PeisoBB  im  the  Arnf  DeuHipori;  JSenrjce,  mkbaii^  an^oaable  to 
BQrilituy  Iftv,  3USB,  ifir  iao«aa»  tux  fmrposiBS,  reeardied  as  ciridian  «iii- 
pio^ecMs  fltiadbed  im  tbe  nllitftxy  fonees  r«tfier  tiatan  as  persons  in  the 
ttctire  nailttary  if^cees  of  the  United  iStates.  A^cordijoig^,  tisiey  are 
wk&t  €ntitkMl  to  the  :ta^O  eaenaptmi  fxrmdbd  iif  fiedaon  £i3<b)  8 
of  tiM  Bev4ftue  Aiat  ^t  1^& 


16-20-860. 
O-  D.  463. 

Tte  retainer  pay  received  by  Naval  Reservists  while  on  inactive 
4uty  may  aat  te  included  im  the  $3,500  exeBaptioaa  of  compeDbsation 
receive  for  aetive  ser^'iae  in  the  military  or  BA^al  foiioeB  ^f  the 
United  fitntfifi,  l»at  dboiidd  he  returaed  lor  muxm  tax  fMirpofies. 


SECTION  213(c).— GROSS  INCOME  DEFINED: 
NONRESIDENT  ALIEN  INDIVIDUAL. 

^cnow  2i3<^),  AjrncLE  91:  OrosB  moajoaie  ^f  9^19-340. 

BbMiresi4ent  aidea  ifidividuals.  T.  D.ii876. 

The  inoome  receiv-ed  by  a  nonresident  Allen  from  «t©cks  and  bonds 
of  corporations  organized  under  the  laws  of  the  United  States  And 
bonds  and  mortgages  secured  upon  property  in  the  United  States,  the 
certificates  representing  the  same  being  neld  by  a  domestic  trust 
•eQxnpasty  under  a  power  of  uttofnoey  which  gave  authority  to  the 
agent  to  fiett,  assign,  <^  transfer  aay  •of  them  And  to  invest  iuad  rein- 
vest the  proceeds,  is  propeity  owned  in  the  United  States  within  the 
meaning  of  the  Act  of  October  Sl,  1913. 


lS-19-417. 
O.  D..  239. 

Intet^est  on  bonds  of  a  uoni'esidient  foreign  corporation  paj-able  in 
liic  United  States  to  a  nonresident  alien  is  not  income  from  sources 
within  the  L'^^nited  States. 


23-19-543. 
O.  D.  291. 

An  alien  ^ho  comes  to  tlie  United  States  with  merdiandise  which 
he  disjxjses  of  in  this  eountn'  is  subject  to  tax  with  respect  to  the 
profit  derived  &om  such  activities,  even  though  he  is  within  the 
United  ^ates  ior  a  period  of  less  tlxan  30  days. 


(See  23-19-549;  sec.  233,  art.  550.)  Taxability  of  income  of  non- 
resident alien  from  sales  within  United  States  by  mail-order  busi- 
ness or  on  unsolicited  orders. 
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Section  213(c),  Article  92:  Income  of  nonresi-  1-19-16. 

dent  alien  individuals  not  subject  to  tax.  0.  786. 

Where  bonds,  notes,  or  other  obligations  of  a  foreign  govern- 
ment are  underwritten  by  a  United  States  banldng  establishment, 
and  are  by  their  terms  payable  at  an  office  of  such  banking  estab- 
lishment in  the  United  States,  interest  paid  from  the  United  States 
office  to  nonresident  alien  individuals  or  foreign  corporations,  who 
are  holders  of  such  securities,  is  not  to  be  regarded  as  income  re- 
ceived from  a  source  within  the  United  States.  (Also  sec.  221,  art. 
361.) 

1-1M7. 
O.  D.  35. 

The  interest  on  bonds  and  notes  of  foreign  countries  owned  by 
nonresident  aliens  is  not  subject  to  income  tax  in  the  hands  of 
the  recipients,  whether  paid  in  the  United  States  or  abroad,  nor  is  a 
profit  realized  on  foreign  exchange  from  such  payment  taxable. 


18-19-478. 
0.  908. 

Interest  on  tax-free  covenant  bonds  of  corporations  organized 
in  the  United  States  doing  no  business  and  owning  no  property 
therein  paid  to  nonresident  aliens  is  not  subject  to  texation  as  in- 
come received  from  sources  within  the  United  States.  (Also  sec.  221, 
art.  361.) 

SEcrrioN   213(c),   Article   92(a) :  When   the  8-19-316. 

wages  of   a   nonresident  alien   are  derived  T.D.  2869(1). 

from  sources  within  the  United  States. 

T.  D.  2869  adds  article  92(a)  to  Regulations  45,  as  follows: 

Abt.  92(a).  When  the  wages  of  a  nonresident  alien  are  derived  from  sourcei 
within  the  United  States. — While  resident  alien  seamen  are  taxable  like  citizens 
on  tlieir  entire  income  from  whatever  sources  derived,  nonresident  aUen  seamen 
are  taxable  only  on  income  from  sources  within  the  United  States.  Ordinarily 
wages  received  for  services  rendered  inside  the  territorial  United  States  are  to 
be  regarded  as  from  sources  within  the  United  States.  The  wages  of  an  alien 
seaman  earned  on  a  coastwise  vessel  are  from  sources  \^ithln  the  United  States, 
but  wages  earned  by  an  alien  seaman  on  a  ship  regularly  engaged  in  foreig:n 
trade  are  not  to  be  regarded  as  from  sources  within  the  United  States  even 
though  the  ship  flies  the  American  flag  or  although  during  a  part  of  the  time  the 
ship  touched  at  United  States  ports  and  remained  there  a  reasonable  time  for 
the  transaction  of  its  business.  The  presence  of  a  seaman  aboard  a  ship  wliich 
enters  a  port  for  such  purposes  of  foreign  trade  is  merely  transitory  and  wages 
earned  during  that  period  by  a  nonresident  alien  seaman  are  not  taxable.  There 
is  no  withholding  from  the  wages  of  alien  seamen  unless  they  are  nonresidents 
within  the  rules  laid  down  in  articles  311  to  315.  Even  in  the  case  of  a  non- 
resident alien  seaman  the  employer  is  not  obliged  to  withhold  from  wages  unless 
those  wages  are  from  sources  within  the  United  States  as  defined  above.  As  to 
when  alien  seamen  are  to  be  regarded  as  residents,  see  article  312(a). 


(See  13-19-424;  sec.  221,  art.  361.)     Wages  earned  on  vessels  mak- 
ing occasional  coastwise  voyages. 
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Section  213(c),  Abticle  ^3:  Income  of  non-  16-20-861. 

resident  aliens  from  United  States  bonds.  O.  D.  464. 

When  trustees  hold  United  States  Liberty  bonds  or  Victory  notes 
in  trust  for  a  nonresident  alien  life  beneficiary  and  are  to  distribute 
the  income  periodically,  the  bonds  and  notes  are  held  to  be  "  benefi- 
cially owned  "  by  such  nonresident  alien  within  the  meaning  of  sec- 
tion 4,  Victory  Liberty  Loan  Act  of  March  3,  1919,  and  articles  81 
and  93  of  Regulations  45.     (Also  sec.  213  (b),  art.  81.) 


SECTION  214(a)   1.— DEDUCTIONS  ALLOWED: 

BUSINESS  EXPENSES. 

Secttion  214(a)  1,  AirnciiB  101 :  Business  expenses. 

(See  1-19-38;  sec.  213(a),  art.  31.)     Effect  of  Federal  taxes  paid 
in  connection  with  amounts  paid  on  account  of  patent  infringement. 


1-19-55. 
O.  D.  38. 

If  a  creditor  takes  out  a  life  insurance  policy  on  an  individual 
to  cover  loans  to  the  individual,  the  creditor  may  deduct  from  gross 
income  as  a  necessary  expense  the  amount  of  the  premiums  paid 
during  the  year  for  which  the  return  is  made. 


3-19-187. 
T.  B.  R.  13. 

Amounts  set  aside  by  canners  of  perishable  food  products  as  a 
reserve  against  which  to  charge  losses  due  to  climatic  and  other 
natural  conditions  producing  shortage  of  the  raw  products,  are  not 
deductible  in  computing  net  income. 


8-19-317. 

S.  1048. 

The  cost  of  transportation  paid  by  a  salaried  employee  living  at 
a  distance  from  his  employment  in  order  to  go  to  and  return  from 
such  employment  is  not  deductible  as  a  business  expense.  (Also  sec. 
215,  art.  292.) 

11-19-S77. 
O.  D.  215. 

Any  amount  paid  as  a  premium  on  crop  insurance  taken  out  as  a 
protection  against  a  loss  which  may  occur  on  account  of  crop  con- 
ditions would  constitute  an  allowable  deduction  as  a  business  expense. 
(Also  sec.  234,  art.  561.) 


(See  23-19-651 ;  sec.  260,  art.  1002.)    Penalties  added  to  tax;  when 
deductible  as  business  expense. 


(See  26-19-595;  see.  250^  art  1G03.)     Dodnctioai  el  interat  on 
taxes. 


25-19-588. 
O.D.&10. 

An  amoant  expended  by  a  Member  of  Congress  for  clerk  hire 
in  excess  of  the  allowance  made  by  the  Government  may  be  properly 
deducted  as  a  business  expense. 


(See  2-90-669;  sec.  312,  art.  SS.)  Deduction  by  a  rendee  of  Fed- 
eral taxes  paid  according^  to  contract  on  profits  accruing  to  a  vendor 
from  sales  made  to  the  vendee. 


a-2(M)78. 
O.  D.  363. 

A  member  of  a  local  draft  board  who  used  his  automobile  for  travel 
on  business  in  connection  with  the  work  of  the  board  did  so  for  his 
personal  convenience  and  not  by  reason  of  official  necessity,  since 
such  members  when  traveling  under  ec^apetent  orders  were  allowed 
actual  traveling  expenses  plus  a  per  diem  of  $4.  Accordingly  any 
amount  I'epresenting  wear  and  tear  of  the  automobile  or  maintMiance 
expense  would  not  be  an  allowable  deduction  from  gross  income. 


4-20-7«>2. 
A.RM.25. 

An  individual  member  of  a  partnership  received  a  salary  for  serv- 
ices performed  as  an  employee  of  a  city  and,  in  accordance  with  his 
contract  with  the  firm,  turned  over  to  it  as  the  value  of  his  time  the 
entire  amount  so  received. 

Held,  that  the  individual  partner  might  deduct  the  amount  of  the 
salary  in  his  personal  return  as  a  business  expense,  but  that  no 
exemption  could  be  claimed  by  the  partnership,  since  to  allow  the 
amount  received  by  it  to  be  treated  as  exempt  income  would  in  effect 
be  to  regard  it  as  an  employee  of  the  city,  which  was  not  the  fact. 
(Also  sec.  213(b),  art.  85.) 

(See  5-20-721;  sec.  1,  art.  1510.)  Advertising  and  sales  promotion 
expenditures  in  connection  with  Government  contracts. 


e-29-726. 
O.  D.  396. 
A  taxpayer  who  borrowed  money  foe  business  purposes  and  was 
required  to  take  out  life  insurance  in  favor  of  the  \end^  as  security 
for  the  loan,  is  entitled  to  deduct  the  premiums  paid  for  such  insur- 
ance as  a  business  expense  under  section  214(a)  1  of  the  Revenue  Act 
of  1918;  however,  the  premiums  will  cease  to  constitute  a  business 
expense  upon  matux'ity  and  payment  of  the  loan* 
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(See  8^2(^753;  sec  214:(a)  2,  art.  121.)  Payromt  uHder  guaranty 
of  int^Kst  of  afi  inaol^eixt  priiiclpaL 

18^0-808. 
O.  D.  421. 

MemberE^ip  feee  or  -dues  paid  by  individuals  and  corporations  to 
a  chamber  of  commerce  or  board  of  trade  are  deductible  from  gross 
income  as  a  business  expense,  provided  the  membership  is  employed 
as  a  means  of  advancing  the  business  interests  of  the  individual  or 
corporaiioa. 

15-90-846. 
O.D.450. 

Dues  paid  by  an  individual  to  an  organized  labor  union  are  de- 
ductible as  a  business  expense  in  computing  his  net  income  for 
incofme  tax  purposes. 

(See  17-20^86:  l»c.  215,  art.  293.)  Seat  on  exchange  purchased 
by  partnership. 

Section  214(a)   1,  Article  104:  Professional 
expenses. 

(See  15-20-849;  sec.  215,  art.  293.)  Expenditures  incident  to 
admission  to  practice  law. 

Section  214(a)  1,  Ajryicue  105:  Compensation 
for  personal  services. 

(See  10-19-362;  sec.  234,  art  561.)     Excessive  compMisation. 


15-19-444. 
T.  B.  E.  46. 

"^Vhen  a  corporation  pays  its  officers  nominal  salaries  and,  in  addi- 
tion, a  percentage  of  the  profits  r^naining  after  payment  of  divi- 
dends to  stockholders,  the  test  of  deductibility  of  such  payments 
is  whether  they  are  reasonable  and  are  in  fact  payments  purely  foi' 
Bervices.  The  Department  is  not  warranted  in  fixing  a  maximum 
limit  for  fiueh  deducticms.  Each  case  must  be  decided  on  its  own 
merits. 

18-1^-481. 
T.  B.  M.  70. 

Exees9ive  salaries;  not  (Mowed. — ^A  close  corporation  operated 
for  a  number  of  years  prior  to  1917,  sometimes  making  moderate 
losses  and  sometimes  moderate  profits,  paying  only  nominal  salaries 
to  its  officers.  In  1917  it  was  highly  successful  and  distributed  to  the 
five  stockholders  who  are  also  officers  approximately  12  per  cent  of 
its  net  income,  in  exact  proportion  to  their  stock  holdings  Of  the 
total  amount  distributed  18  per  cent  was  paid  currently  during  the 
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year  and  82  per  cent  was  paid  on  or  about  the  close  of  the  year  1917. 
In  view  of  the  salaries  paid  by  other  companies  in  the  same  line, 
doing  a  corresponding  volume  of  business,  the  aggregate  salaries  paid 
appear  to  be  excessive;  and  as  some  of  the  officers  receiving  the 
largest  salaries  did  not  devote  all  of  their  time  to  the  work,  a  sub- 
stantial part  of  the  so-called  salaries  would  seem  to  be  nothing  more 
than  a  distribution  of  profits.  Forty  per  cent  of  the  deduction  taken 
for  above  salaries  was  not  allowed. 


22-19-534. 
T,  B.  M.  86. 

Salaries,  bonuses,  and  fees  voted  subsequent  to  the  close  of  any 
taxable  year  and  also  subsequent  to  the  close  of  the  books  for  such 
taxable  year,  in  the  absence  of  contract  obligation,  can  not  be  con- 
sidered an  ordinary  and  necessary  expense  of  doing  business.  (Also 
sec.  234,  art.  561.) 


(See  23-19--554;  sec.  326,  art.  851.)  Compensation  paid  officers 
based  on  percentage  of  gross  sales  of  each. 

9-20-767. 
A.  R.  M.  30. 

All  the  stock  of  a  corporation  was  owned  by  its  four  officers,  who 
devoted  all  their  time  and  attention  to  the  business  of  the  corpora- 
tion, acting  not  only  as  officer  but  also  as  buyers,  bookkeepers,  etc. 
These  officers  drew  only  nominal  salaries  of  1/ZQx  dollars  each  for  a 
number  of  years  after  organization. 

The  gross  sales  increased  from  11a?  dollars  in  the  first  year  of 
business  to  64a?  dollars  in  1916  and  90a?  dollars  in  1917.  Early  in 
1917,  before  the  passage  of  any  excess  profits  tax  law,  the  board  of 
directors  fixed  salaries  of  2a?  dollars  each  for  three  of  its  officers  and 
a?  dollars  for  the  fourth.  These  salaries  were  paid  in  1917  and  de- 
ducted from  gross  income. 

Held  that  the  amounts  paid  and  deducted  were  reasonable  and 
properly  deductible  from  gross  income. 


9-20-768. 
A.  R.  E.  31. 

A  company's  gross  sales  in  1917  amounted  to  1,000a?  dollars  and 
its  net  income  was  125a?  dollars.  Salaries  and  contingent  compensa- 
tion were  paid  to  its  officers  and  certain  employees  as  follows : 

Basic  salary.  Total. 

President  and  treasurer 9a?  dollars.  9a?  dollars. 

Secretary  and  general  manager 6a?  dollars.  18a?  dollars. 

Assistant  treasurer 3a?  dollar^  11«  doUars. 

Office  manager x  dollars.  9j?  dollars. 

Office  manager  (Y  office) 2x  dollars.  10a?  dollars. 

57ar  dollars. 

Contracts  were  made  prior  to  1917  with  these  officers  and  em- 
ployees for  services  to  be  performed.  The  value  of  the  services  to 
be  performed  and  the  possibility  of  securing  more  remunerative  em- 
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plo3^ment  were  taken  into  consideration  in  making  the  contracts. 
No  payments  were  based  on  stock  holdings.  The  contingent  com- 
pensation or  commission  was  paid  for  the  purpose  of  retaining  the 
services  of  men  who  had  grown  up  with  the  business  and  were  famil- 
iar with  the  various  phases  of  the  business,  and  was  based  on  net 
profits  after  regular  dividends  had  been  paid. 

The  committee  recommends  that  the  full  amount  of  compensation 
paid  be  allowed  as  a  deduction,  since  it  represented  the  price  paid  for 
services  pursuant  to  a  free  bargaiif  made  in  advance  between  the 
individual  and  the  business  enterprise. 


9-20-769. 
A.  R.  R.  32. 

A  started  a  business  a  number  of  years  ago  with  a  small  amount 
of  capital.  At  a  later  date,  the  business  was  incorporated,  90  per 
cent  of  the  stock  being  issued  to  A.  The  business  was  developed  by 
his  efforts  until  in  1917  the  gross  sales  amounted  to  555j?  dollars 
and  the  net  income  to  65a;  dollars,  whereas  in  1911  the  gross  sales 
amounted  to  only  167a?  dollars  and  the  net  income  to  8a?  dollars. 
In  prior  years  A,  as  president  of  the  corporation,  drew  a  nominal 
salary  of  as  dollars,  taking  his  earnings  as  dividends,  but  in  1917  his 
salary  was  increased  to  10a?  dollars. 

In  view  of  the  extraordinary  circumstances  of  the  case,  including 
the  fact  that  A  is  and  has  been  the  sole  administrative  officer  of  the 
corporation  and  devotes  his  entire  time  to  its  direction  in  all  details, 
the  salary  of  10a'  dollars  does  not  appear  to  be  excessive  and  is, 
therefore,  an  allowable  deduction  as  a  Dusiness  expense. 


14-20-829. 
A.  R.  M.  39. 

A,  the  president  and  treasurer  of  a  close  corporation,  and  B,  its 
vice  presiaent,  each  held  45  per  cent  of  the  outstanding  capital  stock. 
C,  its  secretary,  held  3f  per  cent  of  the  stock.  Nominal  salaries  were 
paid  to  A  and  U.  There  was  an  agreement  between  A  and  B  that  A 
was  to  receive  in  addition  to  his  share  on  his  capital  invested,  direct 
compensation  in  proportion  to  the  results  he  might  achieve  for  the 
company.  Accordingly  A,  and  C  also,  received  in  1915^  1916,  and 
1917  as  additional  compensation  10  per  cent  and  1  per  cent,  re- 
spectively, of  the  profits.  These  amounts,  although  large,  were  not 
in  proportion  to  ^ock  holdings  and  having  been  paid  according  to 
agreement  made  in  advance  and  for  services  rendered  are  held  to 
be  deductible  as  ordinary  and  necessary  business  expenses  of  the 
company. 

14-20-830. 
A.  R.  R.  53. 

The  committee  has  reached  the  conclusion  that  where  salaries  have 
been  fixed  long  before  any  Excess  Profits  Tax  Law  was  contemplated 
the  Income  Tax  Unit  is  not  authorized  by  the  law  or  regulations  to 
arbitrarily  fix  the  salaries  of  the  officers  of  any  company  at  an 
amount  less  than  that  authorized.  In  general,  the  committer  does 
not  think  that  the  Unit  is  authorized  by  law  or  regulation  to  look 
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back  of  any  corporate  tetioa  fising  tbe  salaries  of  officers  when  sadi 
action  was  taken  by  the  directors  Ions  b^ore  a&y  Exc^s  Profits  Tax 
Law  was  even  contemplated,  and  where  the  salarieB  were  fiot  fixed 
on  the  basis  of  stock  ownerdiip  or  do  not  bear  a  close  relaticmship 
thereto.  Neithta*,  in  the  judgment  of  the  committee,  is  the  Unit 
authorized  to  look  back  of  any  corporate  resolution  fixing  salaries 
after  the  passage  of  the  Excess  Profits  Tax  Law,  provided  there  is 
no  evidence  of  mt^it  to  reduce  the  tax  of  the  corporation,  and  pro- 
vided that  after  deducting  the  amount  actually  fixed  and  paid  the 
corporation  has  a  normal  return  on  its  invested  capital  left,  or  where 
such  deduction  does  not  reduce  the  net  earnings  subject  to  tax  below 
that  of  competing  concerns  which  secure  the  services  of  ofBcers  and 
employees  by  open  bargaining. 


A.  E,  K.  61. 

In  cases  where  oompensation  is  determined  after  the  ser%'ices  have 
been  rendered^  reasona^bleness  of  euch  compeaisation  is  ordinarily  the 
test  of  deductibility. 

SecTioN  214(a)  1,  ARTiCLE  106:  Treatm^it  of 
excessive  oompensation. 

(See  8-10-^10;  sec.  311,  art.  781.)  Adjustment  of  salaries  paid 
during  prewar  period. 


Section   214(a)    1,  Article  107:   Bonuses  to  1-19-54. 

employees.  O.  D.  37. 

Assuming  books  and  returns  on  an  accrual  basis,  deductions  repi^e- 
Heiitiiig  a  distribution  to  employees  as  additional  compensation  of  a 
l^ercentage  of  the  net  earnings  of  a  corporation  are  allowable  only 
in  the  retiun  for  the  year  in  which  such  expense  was  incurred.  If 
reported  otherwise,  amended  returns  should  be  filed. 


3-19-186. 
O.  D.  124. 

A  proportionate  part  of  the  par  ralue  of  a  company's  stock,  de- 
livered to  a  trustee  to  be  held  in  escrow  for  the  benefit  of  certain  em- 
j^loyees  of  the  company,  which  stock  is  to  be  delirered  to  them  at 
the  expiration  of  a  number  of  years  in  recognition  of  faithful  service, 
may  be  taken  as  a  deduction  m  the  income  tax  returns  of  the  com- 
pany for  each  of  such  years  during  the  period  the  trustee  holds  the 
stoclc,  providing  the  corporation  keeps  its  books  on  an  accrual  basis. 

If  the  employee  for  whom  the  stock  was  deposited  should  forfeit 
his  right  to  receive  the  stocic,  the  corporation  must  report  as  income 
in  the  year  in  which  the  right  to  receive  the  stock  is  forfeited,  the 
amounts  taken  as  a  deduction  in  previous  years  on  account  of  the 
forfeited  stock. 
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Sbgxiqn  214(a)  1^  Amci^B  109:  B«Qtals. 

(See  3-20^89;  sec  214(a)  8,  art.  133.)  Assessments  for  local 
benefits  paid  by  tenant  for  landlord. 

6-20-727. 
O.  D.  397. 

A  business  property  was  kased  for  a  tersa  of  years;^  but  prior  to 
the  termination  of  tha  lease  the  lessor  paid  a  fixed  sum  to  tl^  kssee 
for  its  cancellation.  ■ 

Held,  that  the  amount  so  paid  by  the  kssor  constitutes  a  business 
expense  and  that  be  may  deduct  an  aliquot  part  thereof  in  his  return 
for  the  year  in  which  the  lease  was  eancelea  and  for  each  sueeeeding 
year  the  lease  had  to  run. 

Sbctk>n  214(a)  1,  Akticlb  111:  When  charges  1-19-6. 

deductible.  O.  D.  3. 

A  receiver  of  a  corporaticm  m»j  deduct  receiver's  and  attorney's 
fees  actually  paid  during  the  year,  to  which  the  return  relates  if  tne 
books  are  kept  on  the  basis  of  cash  receipts  and  disbursements ;  if  the 
books  are  kept  on  the  accrual  basis,  the  amount  of  such  fees  accruing 
during^  the  taxable  vear  may  be  deducted  e^en  though  the  disburse- 
ment was  not  actuaUy  made  until  the  following  year.  (Also  sec.  212, 
art.  23.) 

1-19-94. 
S.  923. 

A  report  of  a  master  in  diancery,.  appointed  by  an  interlocutory 
decree  m  a  suit  for  damages  for  alleged  infringement  of  a  patent, 
assessing  damages  against  the  tax  pay  w,  which  report  was  filed  dur- 
ing the  taxable  year,  but  was  not  confirmed  until  the  following  year 
when  judgment  was  entered  on  the  report,  can  not  be  regarded  as  a 
determination  of  the  amount  of  the  claim,  and  no  deduction  for  the 
taxable  year  is  permissible  in  regard  to  the  judgment  referred  to. 


(See  3-19-188  r  sec.  234,  art.  561.)  When  payments  of  liquidated 
damages  are  deductible. 

5-19-260. 
O.  D.  159. 

A  corporation  may  set  up  on  its  books  in  1918  a  contingent  liability 
without  prejudicing  its  right  to  deduct  the  item  in  a  proper  year, 
although  the  same  is  not  deductible  in  1918. 


3-20-687. 
O.  D.  371. 

The  Kew  Ye^^c  State  franchise  tax  imposed  for  the  privilege  of 
doine  Inisiness  in  that  State  for  the  fiscal  year  of  the  State  ending 
October  31, 1920,  is  based  on  1918  income,  but  is  not  due  and  payable 
until  a  later  date.  A  taxpayer  making  a  calendar  year  return  on  an 
accrual  basis  may  deduct  two-twelfths  of  such  tax  in  his  return  for 
1919  and  ten-twelfths  in  his  return  for  1930.  (Also  sec.  214(a)  3, 
art.  131.) 
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(See  5-20-713:  sec  214(a)  3,  art.  131.)     Deduction  of  munitions 
tax  by  taxpayer  keeping  books  on  accrual  basis. 


6-20-728. 
O.  D.  398. 

Where  a  corporation  engaged  in  buying  and  selling  real  estate  pur- 
chases a  piece  of  propertj;;  and  holds  it  for  a  profit,  the  interest,  taxes, 
and  ordinary  repairs  incident  to  the  property  represent  charges  for 
the  year  in  which  paid  or  are  so  charged  upon  the  books  as  to  repre- 
sent liabilities  of  the  corporation  and  are  allowable  deductions  in 
computing  net  income  even  though  in  excess  of  the  gross  income  de- 
rived from  the  property.  Such  charges  are  not  capital  expenditures 
if  the  corporation  has  any  income  from  which  to  deduct  them  and 
they  should  not  be  added  to  the  cost  of  the  property  in  determining 
the  amount  of  gain  or  loss  arising  from  its  sale  except  to  the  extent 
that  the  corporation  has  no  gross  income  from  any  source  against 
which  to  deduct  such  expenditures  for  the  taxable  year  in  which  they 
were  made. 


(See  8-20-754;  sec.  214(a)  8^  art.  131.)  Deductibility  of  Federal 
income  tax  in  return  of  corporation  for  fiscal  year  ending  in  1917 
prior  to  October  8. 

SECTION  213(a)  2.— DEDUCTIONS  ALLOWED: 

INTEREST, 

Section  214(a)  2,  Article  121:  Interest. 

(See  1-19-40;  sec.  213(b),  art.  80.)  Basis  of  computation  of 
exempt  interest  on  Liberty  bonds. 


l-ia-50. 
S.935. 

Interest  and  taxes  paid  by  a  corporation  in  connection  with  the 
construction  of  its  original  plant  are  deductible  from  its  gross  income 
under  the  Revenue  Act  of  1913,  even  though  such  payments  are 
properly  chargeable  to  capital  account  and  are  so  charged  by  the  cor- 
poration on  its  books,  provided  the  corporation  amends  its  returns  so 
as  to  exclude  the  interest  and  taxes  so  deducted  from  capital  account. 
(Overruling  Solicitor's  memorandum  23.)  (Also  sec.  214 (a)  3,  art. 
131.) 

1-19-57. 
O.  D.  40. 

Interest  paid  or  accrued  on  indebtedness  incurred  to  purchase 
note^  of  the  Victory  Liberty  loan  constitutes  an  allowable  deduction 
for  income  tax  purposes. 


(See  7-20-745 ;  sec.  250,  art.  1008.)     Interest  paid  or  accrued  under 
section  250. 
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8-20-753. 
S- 1298. 

Payment  under  guaranty  of  interest  of  an  insolvent  principal  is  a 
legal  deduction  from  the  gross  income  of  the  corporation  making 
the  payment,  either  as  an  operating  expense  or  as  interest,  or  as  a 
bad  debt,  provided  it  is  charged  off  the  books  of  account  of  the 
guarantor.     (Also  sec.  214(a)  1,  art.  101;  sec.  214  (a)  7,  art.  151.) 


SECTION  214(a)    3.— DEDUCTIONS  ALLOWED: 

TAXES. 

1-19-58. 
Section  214(a)  3,  Abticlb  131:  Taxes.  O.D.41. 

The  10  per  cent  tax  which  is  imposed  on  a  corporation's  undis- 
tributed net  income  by  section  10(b)  of  the  Revenue  Act  of  1917, 
is  not  an  allowable  deduction  from  the  gross  income  of  a  corpora- 
tion shown  on  an  income  tax  return. 


13-19-418. 
O.  D.  240. 

Additional  excise  taxes  assessed  against  a  corporation  under  the 
Revenue  Act  of  1909  and  paid  during  subsequent  years  are  allowable 
deductions  from  the  gross  income  reported  on  the  corporation's  re- 
turn for  the  year  in  which  paid ;  but  income  taxes  assessed  under  the 
Revenue  Acts  of  1913  or  1916  are  deductible  only  if  paid  prior  to 
January  1,  1917.    (Also  sec.  234,  art.  561.) 


22-19U535. 
O.  D.  287. 

An  individual  may  claim  as  a  deduction  the  amount  of  war  tax 
paid  on  facilities  furnished  by  public  utilities,  which  includes  tax  on 
railroad  and  steamship  fares,  and  the  war  tax  paid  on  admissions 
and  dues.  The  war  excise  taxes  imposed  by  section  904  and- paid 
by  the  purchaser  are  deductible,  but  the  war  excise  taxes  imposed 
by  section  900,  which  are  levied  against  and  paid  by  the  manufac- 
turer, producer,  or  importer,  are  not  deductible  by  the  individual 
purchaser. 

(See  26-19-593;  sec.  222,  art.  381.)  Deduction  of  income  and  war 
profits  taxes  paid  to  a  foreign  country  on  income  from  sources  within 
the  United  States. 

(See  3-20-687;  sec.  214(a)  1,  art.  111.)  Deduction  of  New  York 
State  franchise  tax  in  returns  made  on  an  accrual  basis. 


3-20-688. 
O.  D.  372. 

The  Republic  of  Cuba  imposes  on  all  corporations  operating  sugar 
plantations  in  Cuba  a  tax  of  a  certain  amount  on  each  bag  of  su^r 
produced.    Apparently  this  tax  is  based  on  production,  not  on  in- 
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e&me,  and  is  in  the  nature  of  an  excise  tax.  Therefore  a  domestic  cor- 
pocELtion  may  deduct  from  gross  income  in  its  return  to  the  United 
States  O^venuaafiut  ijae  funount  id  isich  iftK  ^psaini  to  «tbe  CubftA  Gov- 
lerHoaent,  but  may  not  elaim  the  BsomaaaA  a«  n  (anbik>  ngiwmt  &e  ^oitl 
taxduetotheUnkedSMaieB.    (Atoc>«fte.2^aa*.<&KL) 


5-20-7K. 
A.  E.  M.  L>6. 

Muxkitices  taxes  ace  focfperiy  ^diaweable  anisst  ihe  income  of  the 
year  in  which  the  munitions  aoreisaim  and  smd  or  otherwise  disposed 
of.  When  the  books  of  the  manufactiu^r  are  kept  upon  an  accrual 
basis  the  amount  of  such  taxes  should  be  included  as  a  deduction 
dram  income,  and  the  liability  4ibeDefor  jbrnrld  appear  <up<ui  the  bmAs 
of  account  of  the  company  at  the  •close  of  the  taxable  year. 

A  corporation  which  kept  its  books  on  an  accrual  basis  for  1016 
and  1^17  shoidd,  therefore,  accrue  munitions  taxes  for  1916  paid  in 
1917  on  its  books  for  191^  and  deduct  them  in  computing  its  taxable 
net  income  for  that  year.  Likewise  such  taxes  for  1917  should  be 
accrued  and  deducted  in  compotiBg  its  taxable  net  income  for  1917, 
(Also  sec.  214(a)  1,  art.  111.) 


5-20-714. 
O.  D.  387. 

The  tax  imposed  ©n  1916  income,  under  the  bonus  law  of  the  State 
of  Wisconsin,  passed  by  the  State  legislature  in  Septranber,  1919, 
does  not  constitute  an  allowable  deduction  in  Federa?  income  tax 
returns  for  1918,  and  amended  returns  for  that  year  can  not  be  ac- 
.cepted;  however,  such  tax  paid  in  1919  is  an  allowable  deduction 
in  the  taxpayers'  return  for  1919. 

5-20-715. 
O.D.586, 

A  taxpayer  whose  books  are  kept  on  the  i^^oseipts  and  disbttrsements 
basis  mai^  deduct  from  gross  income  on  his  1919  i^eiurfi  automobile 
taxes  levied  against  him  by  the  Sitate  of  Iowa  for  1919  and  1920. 
provided  he  actually  paid  £ueh  taxes  dierittg  1919.  If  the  books  ^t 
the  taxpayer  are  kept  on  the  accrual  basis,  then  only  the  amount  «f 
such  tax  applicable  to  the  year  1919  may  be  taken  as  a  deduction  in 
preparing  his  1919  income  tax  return,  and  the  amount  which  repre- 
sents the  19*20  tax  may  be  deducted  on  such  taxpayei-'s  1930  return, 
notwithstanding  the  fact  that  he  actually  paid  the  tax  for  both  years 
in  1919. 


-6-20-754. 

S.  low. 

BULIKO  UNDER  THE  ACT  OF  SEPTEMBER    8,    1916,  AS   AMENDED  BY 

THE  ACT  OF  OCTOBER    3,    1917. 

A  corporation  maldng  a  return  for  a  fiscal  year  ending  dui'ing  the 
calendar  year  1917^  but  prior  to  October  a,  is  not  entitled  to  deduct 
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from  gross  income  both  the  Federal  income  tax  paid  prior  to  January 
1,  1917,  and  the  income  tax  accrued  on  its  books  of  account  during 
the  months  of  the  fiscal  yeax  falling  within  the  calendar  year  1916. 
Law  Opinions  341  and  360  explained.  (Also  sec.  214(a)  1,  art.  Ill ; 
sec.  234,  art  561.) 


9-20-770. 
A.  R.  M.  29. 

MUNmONS  manufacturer's  tax,  revenue  act  of  1916. 

A  corporation  may  not  aecrae  Tniimti<*ns  taxes  for  1916  and  1917 
and  deduct  as  expenses  the  anKmnt  so  accrued  during  each  year  in 
its  munitiotis  tax  return  for  that  y«ar  before  the  final  computation 
of  the  munitions  tax  is  made. 

The  fflonitions  tax  as  finally  c<Hnputed  must  be  deducted  in  the 
income  tax  return  (birt  not  in  tiie  munitions  tax  return)  for  the  year 
in  which  the  tax  is  accrued,  inieqpectiTe  of  the  year  in  whfch  the  tax 
is  actually  paid. 


Section  214(a)  3,  Articije  132:  Federal  duties  4^-19-216. 

and  excise  taxes.  O.  D,  137, 

Wholesale  liquor  dealers  ^who  exereised  c^ion  to  indude  excise 
taxes  in  cost  of  mcirchandifie  in  calculating  inventory  may  not  now 
amend  sueh  inventory  and  treat  the  taxes  as  business  expenses. 


Stction  214(a)  3,  Article  133 :  Taxes  for  local  2^19-560. 

benefits.  T.  D.  2937. 

Article  133  of  Regulations  45  is  hereby  amended  to  read  as  follows : 

Abt.  X38u  Taxes  for  locul  benefUs. — So-called  taxes,  more  properly  a€;»P8S- 
ments,  paid  for  local  benefits,  such  as  street,  f$idewalk,  and  other  like  improve- 
ments. Imposed  because  of  and  measured  by  some  benefit  inuring  directly  to  the 
property  against  wiilch  the  assessment  is  levied,  do  not  constitute  an  allowaWe 
deductfOD  from  wroets  income.  A  tax  is  considered  assessed  a^nst  local  benefits 
wfeen  the  property  subject  to  tbe  tax  is  limited  to  the  prop^ty  benefited.  Spe- 
cial assessments  are  not  deductible,  even  tliough  an  incidental  benefit  may  inure 
to  the  public  welfare.  The  taxes  deductible  are  those  levied  for  the  general 
publie  welfare  by  the  proper  taxing  authorities  at  a  Mke  rate  against  all 
piraperty  in  the  territory  over  whicb  such  authorlttes  iiaTe  jurisdiction.  Assess- 
ments under  the  statutes  of  California  relating  to  irrigation  and  of  Iowa  re- 
lating to  drainage,  and  under  certain  statutes  of  Tennessee  relating  to  levees, 
are  limited  to  property  benefited,  and  when  it  is  clear  that  the  assessments  are 
so  limited,  the  amounts  paid  thereun^r  are  not  deductible  as  taxes.  When 
assessments  are  made  for  the  purpose  of  maintenance  or  repair  of  local  benefits, 
the  taxpayer  may  deduct  the  assessments  paid  as  an  expense  Incurred  in  busi- 
ness, if  the  payment  of  such  assessments  is  necessary  to  the  conduct  of  his 
business.  "When  the  assessments  are  made  for  the  purpose  of  constructing  local 
benefits,  the  payments  by  the  taxpayer  are  in  the  nature  of  capital  expenditures 
and  are  not  deductible.  Where  assessments  are  made  for  the  purpose  of  both 
construction  and  maintenance  or  repaii-s,  ti>e  burden  is  on  the  taxpayer  to  show 
the  allocation  of  the  atoounts  assessed  to  the  different  purposes.  If  the  alloca- 
aom  caa  not  be  iaii4e,  none  of  the  amounts  se  paid  is  deductible. 
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24-1^561. 

0.928. 

Taxpayers  should  be  required  to  show,  in  their  income  tax  re- 
turns, the  nature  of  assessments  paid  under  the  Illinois  drainage 
laws,  inasmuch  as  such  laws  provide  both  for  special  assessments  for 
benefits  and  for  general  taxation,  depending  in  some  instances  upon 
ordinances  promulgated  by  the  trustees  of  drainage  districts,  (Also 
sec.  234,  art.  561.) 

a-20-689. 
O.  D.  373. 

Assessments  for  local  benefits  paid  by  a  tenant  for  his  landlord 
according  to  agreement  are  held  to  be  additional  rent  paid  by  the 
tenant,  and  therefore  deductible  from  his  gross  income,  provided  the 
tenant  uses  the  property  for  business  purposes.  The  amount  so  re- 
ceived by  the  landlord  is  taxable  income  to  him,  but  because  of  its 
nature  is  not  an  allowable  deduction  from  his  gross  income.  (Also 
sec.  213(a),  art.  48;  sec.  214(a)  1,  art.  109.) 


Section   214(a)    3,  Article   134:  Inheritance  13-19-419. 

taxes.  0. 812. 

Federal  estate  tax  is  not  deductible  from  gross  income  of  the 
estate  of  a  decedent  in  process  of  administration  in  ascertaining  the 
net  income  of  the  estate  subject  to  tax,  for  the  reason  that  this  tax  is 
imposed  upon  the  transfer  of  the  estate  and  not  upon  the  property 
composing  the  estate.    (Also  sec.  219,  art.  341.) 


24r-19-^62. 
T.D.2933. 

Income  tax — Decision  of  the  United  States  District  Court, 
{a)  The  tax  imposed  by  the  laws  of  New  York  upon  the  transfer 
of  property  by  will  or  under  the  intestate  laws  is  not  deductible  in 
ascertaining  the  taxable  net  income  of  the  legatee  or  distributee  imder 
the  Act  of  October  3, 1913.  It  is  not  a  "  tax ''  within  the  meaning  of 
the  provision  permitting  the  deduction  of  "  all  national,  State,  county, 
school,  and  municipal  taxes  paid  within  the  year,"  (Sec.  II,  par.  B.) 
(6)  A  tax  upon  the  right  to  receive  an  interest  in  the  estate  of  a 
decedent  is  not  a  charge  either  against  the  person  receiji^ing  the  in- 
terest or  the  property  or  right  accruing  to  him.  The  legat^  or  dis- 
tributee merely  receives  the  balance  due  after  payment  of  the  tax. 
He  does  not  receive  the  entire  interest  and  then  pay  the  tax ;  and  he 
is  consequently  not  entitled  to  deduct  the  amount  as  a  tax  paid 
by  him. 

lft-2a^75. 
Op.  A.  G.  1. 

FEDERAL  ESTATE  TAX OPINION   OF   ATTORNEY   GENERAL. 

The  inheritance  tax  is  entirely  separate  and  distinct  from  the  in- 
come tax.    In  substance,  the  Government  collects  a  tax  on  the  income 
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accruing  up  to  the  moment  of  death.  It  then  takes  out  of  the  estate 
a  certain  part  as  a  transfer  tax.  The  remainder  passes  and  becomes 
the  estate,  the  income  of  which  is  taxable  while  it  is  being  adminis- 
tered. When  the  estate  passes  into  the  possession  of  an  executor, 
he  holds  in  trust  for  the  United  States  that  portion  which  is  required 
to  be  deducted  as  a  transfer  tax.  The  remainder  is  the  estate  which 
he  holds  in  trust  foi^  creditors  and  beneficiaries  and  the  income  of 
which  is  taxable.  When  he  pays  to  the  Government  that  which  he 
has  been  holding  in  trust  for  it,  he  pays  nothing  out  of  the  estate  the 
income  of  which  is  subject  to  tax.  The  law  separates  this  part  of 
the  original  estate  from  that  part  which  is  to  be  treated  as  the  estate 
for  purposes  of  income  taxea 

Therefore  the  Federal  estate  tax  is  not  deductible  under  the  provi- 
sions of  section  214(a)  8,  Revenue  Act  of  1918,  in  computing  the 
income  of  estates  of  deceased  persons  for  the  purpose  of  taxes  under 
the  provisions  of  section  219(a)  of  that  Act.  (Also  sec.  219,  art. 
341.)  (Note:  This  opinion  is  published  in  full  in  Bulletin  16-20; 
see  p.  47.) 

SECTION  214(a),  4,  5,  6.— DEDUCTIONS  ALLOWED: 

LOSSES. 

1-19-51. 
Section  214(a) ,  4,  5,  6,  Article  141 :  Losses.  0. 780. 

A  loss  sustained  by  an  individual  from  the  sale  of  residential  prop- 
erty is  deductible  in  determining  net  income  for  purposes  of  the 
Revenue  Act  of  1918  only  when  the  property  was  purchased  or  con- 
structed by  him  with  a  view  to  its  subsequent  sale  for  pecuniary 
profit.  The  intent  in  purchasing  or  constructing  the  property  is  a 
question  of  fact  determinable  in  each  case  by  evidence  which  should 
be  submitted  with  the  return. 


1-19-59. 
O.  D.  42. 

The  subletting  of  an  apartment  by  a  tenant  on  account  of  being 
required  to  make  his  residence  in  another  city,  is  held  not  to  be  a 
"  transaction  entered  into  for  profit."  Therefore,  any  loss  sustained 
through  such  transaction  is  not  deductible  from  gross  income. 


2-lft-149. 
O.  D.  103. 

If  a  taxpayer  makes  an  actual  bona  fide  sale  of  securities  at  a  loss 
in  1918,  the  loss  is  deductible  even  though  the  taxpayer  repurchases 
the  securities  in  the  succeeding  year  at  the  same  price  for  which  they 
were  sold.  However,  the  burden  of  proof  will  be  on  the  taxpayer  to 
show  that  the  sale  was  not  fictitious. 


4-19-218. 
O.  D.  138. 

Section  214(a)  5,  Eevenue  Act  of  1918,  does  not  contemplate  that 
a  distinction  shall  be  made  between  an  investment  in  property  or 
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eecurities  ^vith  the  object  of  deriving  an  income  from  the  capital 
employed,  and  an  investment  which  is  made  for  the  purpose  of 
realizing  a  profit  on  the  resale  of  the  property  or  securities  pur- 
chased. 


o.  D.  m. 

The  amount  of  a  loss  incurred  through  embezzlement  should  h 
reduced  by  the  reasonable  value  of  any  claim  against  the  embezzler 
or  his  sureties  which  can  fairly  be  said  to  have  an  ascertainable  value, 
such  as  a  claim  against  a  surety  company. 


(^19-279. 
O.  84j. 

A  loss  incurred  by  a  corporation  through  embezzlement  is  an 
allowable  deduction  from  gross  income  for  the  year  in  which  the  em- 
bezzlement occurred.  Where  the  embezzlement  is  not  discovered  in 
the  taxable  year  but  is  later  discovered  and  admitted  by  the  em- 
bezzler, a  part  of  the  money  being  promptly  recovered,  the  amoimt 
so  recovered  tends  to  diminish  the  amount  of  allowable  deductions 
on  account  of  the  embezzlement  for  the  year  in  which  the  embezzle- 
ment occurred,  and  is  ordinarily  not  returnable  as  income  in  the  year 
when  received.    (Solicitor's  Memorandum  698  modified.) 


10-10-^7. 
T.  B.  K.  d:>. 

A  loss  sustained  from  the  sale  of  .property  acquired  by  gift, 
bequest,  devise,  or  descent  (whenever  property  so  acquired  is  as  a 
matter  of  fact  acquired  for  purposes  of  profit)  is  a  deductible  loss 
from  gross  income.  Ordinary  investment  property  so  acquired  is  to 
be  treated  as  having  been  acquired  for  purposes  of  profit  unless  the 
conduct  of  the  recipient  furnishes  evidences  to  the  contrary. 


13-19-420. 
O.  D.  211. 

Where  a  person  purchases  bonds  for  another,  guaranteeing  said 
bonds  against  any  loss,  and  a  loss  occurs  due  to  subsequent  insol- 
vency of  the  corporation  issuing  same,  and  the  guarantor  makes 
good  the  loss,  the  same  is  not  deductible  within  the  meaning  of  sec- 
tion 214  of  the  Eevenue  Act  of  1918,  unless  such  loss  occurs  in  trade 
or  business  or  in  a  transaction  eutei^d  into  for  profit. 


18-19-482. 
T.  B.  R.  55. 

When  an  insured  loss  occurs  in  one  taxable  year  and  the  insur- 
ance is  not  recovered  during  that  year  the  taxpayer  should  com- 
pute his  loss  by  deducting  from  the  total  loss  the  estimated  amount 
of  the  recoverable  insurance.  The  loss  so  determined  should  be  de- 
ducted from  the  taxpayer's  gross  income  of  the  year  in  which  the 
loss  was  sustained.    If  subsequent  events  demonstrate  that  this  esti-^ 
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mate  was  Bubstantially  incorrect,  an  amended  return  should  be  filed 
coiTecting  the  mistake. 

S.  1217. 

When  property  is  discarded  and  salvaged,  the  depreciation  allow- 
ance plus  the  salvage  value  may  slightly  exceed  or  fall  slightly  below 
the  cost  of  the  property.  In  the  case  of  a  gain  over  cost  this  must 
be  treated  as  income.  If  the  depreciation  allowance  plus  salvage 
falls  below  the  cost,  the  difference  may  be  treated  as  a  loss. 

The  fact  that  a  taxpayer  in  past  years  neglected  to  allow  for  suffi- 
cient depreciation  does  not  make  the  resuHmg  discrepancy  between 
the  book  values  of  ecmipment  and  its  salvage  value  at  the  time  it  is 
retired  from  s^vice  deductible  as  a  loss  within  the  intent  of  Section 
II  G(b)  second,  Act  of  October  3, 1913.  In  such  cases  the  taxpayer 
may  avail  himself  of  a  larger  deduction  for  depreciation  by  submit- 
ting amended  returns  for  previous  years,  and  aiowing  that  the  pre- 
vious depreciation  rate  was  not  reasonable.  (Also  see.  214(a)  8, 
art.  170.) 

3-20-690. 
O.  D.  374. 

In  the  case  of  orchards  and  vineyards  acquired  subsequent  to 
March  h,  1913,  and  later  destro^^ed,  any  deduction  for  loss  should  be 
confined  to  the  amounts  of  capital  originally  invested  in  the  grow- 
ing trees  and  in  the  new  nursery  stock  which  was  totally  destroyed 
and  the  amount  expended  from  date  of  acquirement  to  date  of  de- 
struction in  an  endeavor  to  bring  such  trees  and  stock  to  an  income- 
producing  stage,  if  not  previous^  deducted  as  expenses,  eliminating 
all  expeiSitures  on  account  of  permanent  improvements  or  on  ac- 
count of  trees  and  vines  the  growth  of  which  was  merely  retarded 
and  not  entirely  destroyed. 

a-a)-e9i. 

O.  D.  876. 

If  a  taxpjaver  purchases  royalty  interests  in  tracts  of  oil  land  (not 
including  title  to  the  land  itself)  and  such  interests  i>rove  worthless, 
as  evidenced  by  all  wells  drilled  proving  dry  or  failing  after  pro- 
ducing very  small  quantities  of  oil,  the  loss  sustained  is  an  allowable 
deduction  from  gross  Income. 

~'  4-20-703. 

O.  D.  380. 

An  indi\ndual  sustained  a  loss  in  1918  due  to  the  failure  and  liqui- 
dation of  two  corporations  in  which  he  owned  stock. 

Held,  to  be  merely  a  loss  on  securities  rather  than  a  business  oper- 
ating loss,  as  contemplated  in  section  204  of  the  Revenue  Act  of  1918, 
and  deductible  only  in  his  return  for  1918.     (Also  sec.  204,  art.  1601.) 


7-20-739. 
T.  D.  2972. 

Article  141  of  Regulations  45  is  hereby  amended  to  read  as  follows : 

AxT.  141.  LoiBeB. — Leflses  eastained  during  the  taxable  year  and  not  com- 
peasated  for  by  insurance  or  otherwise  are  fully  deductible  (except  by  nun- 
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resident  aliecos)  if  (a)  incurred  In  the  taxpayer's  trade  or  bnsiness,  or  (6) 
incurred  in  any  transaction  entered  into  for  profit,  or  (o)  arising  from  fixes, 
storms,  shipwreck,  or  other  casualty,  of  from  theft  They  must  usually  be 
evidenced  by  closed  and  completed  transactions.  In  the  case  of  the  sale  of 
assets  the  loss  will  be  the  difference  between  the  cost  thereof,  less  depredation 
sustained  Since  acquisition,  or  the  fair  market  value  as  of  March  1,  1913,  if 
acquired  before  that. date,  less  depreciation  since  sustained,  and  the  price  at 
which  they  were  disposed  of.  •  (See  sec.  202  of  the  statute  and  arts.  30-46  and 
1561.)  When  the  loss  is  claimed  through  the  destruction  of  property  by  fire, 
flood,  or  other  casualty,  the  amount  deductible  will  be  the  difference  between 
the  fair  market  value  of  the  property  as  of  March  1,  1913,  if  acquired  l)efore 
that  date,  or  if  acquired  on  or  after  that  date,  its  cost,  and  the  salvage  value 
thereof,  after  deducting  from  such  cost,  or  such  value  as  of  March  1,  1913,  the 
amount,  if  any,  which  has  been  or  should  liave  been  set  aside  and  deducted  in 
the  current  year  and  previous  years  from  gross  income  on  account  of  depreda- 
tion and  which  has  not  been  paid  out  in  making  good  the  depreciation  sus- 
tained. But  the  loss  should  be  reduced  by  the  amount  of  any  insurance  or  other 
compensation  received.  (See  arts.  49  and  50.)  A  loss  in  the  sale  of  an  indi- 
vidunrs  residence  is  not  deductible.  Losses  in  Illegal  transactions  are  not 
deductible.  Where  a  person  gives  property .  away,  or  is  divested  thereof  by 
death,  no  realization  of  loss  results  therefrom. 


9-20-771. 
A.  R.  M.  31. 

Debts  due  by  one  belligerent  State  to  the  citizens  of  another  State 
are  not  extinguishable  by  war.  Consequently,  a  taxpayer  having 
an  outstanding  claim  against  the  German  Government,  dating  before 
the  war,  would  not  be  justified  in  charging  the  amount  of  the  claim 
as  a  loss  when  war  was  declared  between  the  United  States  and  the 
German  Government. 


Section  214(a)  4,  5,  6,  Article  143:  Loss  of  2-19-150. 

useful  value.  O.  D.  102. 

No  deduction  representing  extraordinary  loss  due  to  prohibition 
legislation  is  allowable  in  the  case  of  vineyards  unless  such  legisla- 
tion necessitates  the  abandonment  of  the  vineyards.  If  the  vineyard 
is  abandoned  the  amount  deductible  as  a  loss  is  the  cost  of  the  vine- 
yard, or  its  fair  market  value  as  at  March  1,  1913,  if  acquired  prior 
to  that  date,  plus  cost  of  subsequent  improvements,  less  any  deprecia- 
tion previously  charged  off  and  any  salvage  value.  No  deduction  is 
permitted  on  account  of  land.  If,  by  reason  of  legislation  passed 
m  1918,  the  abandonment  of  the  vineyard  occurs  in  1919,  the  loss 
deduction  may  be  equalljr  divided,  between  1918  and  1919,  since  the 
law  prohibits  the  utilization  of  the  1919  crop  and  1919  income  is  to 
be  attributed  to  the  manufacture  and  sale  of  vintage  of  1918  and 
earlier  years.     (But  see  8-19-^20  (O.  862),  sec.  214(a)  8;  art.  161.) 


(See  3-19-190;  sec.  214(a)  8,  art.  1620  Taxpayer  with  plant 
manufacturing  beer  bottles,  not  adapted  for  any  other  purpose,  is 
entitled  to  a  deduction  for  obsolescence. 


Section  214(a),  4,  5,  6,  Article  144:  Shrink-  9-19-Ml. 

age  in  securities  and  stocks.  T.  D.  2882(1). 

Insurance  companies  owning  securities  taken  at  market  value  may 
not,  under  section  38  of  the  Act  of  August  5,  1909,  deduct  from 
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gross  income  as  depreciation  the  net  decrease  in  market  value  of 
such  securities. 


11-19-578. 
O.  D.  216. 

The  surrender  of  stock  for  the  purpose  of  wiping  out  an  operating 
deficit  can  not  be  made  the  basis  of  a  deduction  in  the  returns  of  the 
individual  stockholders. 


(See  11-1&-383;  sec.  219,  art.  343.)  Deduction  on  account  of 
i^irinkage  in  the  value  of  property  owned  by  a  taxpayer  where  the 
return  is  filed  by  the  administrator  of  the  estate  for  a  decedent. 


(See  24r-l 9-558;  sec.  212,  art.  23.)     Accrued  losses  from  short  sales 
of  stock. 


SECTION  214(a)  7.— DEDUCTIONS  ALLOWED: 

BAD  DEBTS. 

24-19-564. 
Section  214(a)    7,  Abticlb  151:  Bad  debts.  O.D.297. 

The  difference  between  the  face  value  of  a  note  and  the  amount 
received  in  compromise  is  an  allowable  deduction,  provided  the 
debtor  has  no  assets  out  of  which  the  entire  amount  may  be  collected 
by  suit.  However,  where  the  debt  is  compromised  and  the  debtor  has 
assets  out  of  which  the  entire  debt  could  have  been  collected  through 
legal  action,  the  difference  between  the  amount  received  in  compro- 
mise and  the  amount  claimed,  whether  admitted  or  disputed,  can 
not  be  allowed  as  a  bad  debt. 


(See  8-20-753;  sec.  214(a)  2,  art.  121.)    Payment  under  guaranty 
of  interest  of  an  insolvent  principal. 


Section  214(a)  7,  Article  152:  Examples  of  9-20-772. 

bad  debts.  A.  R.  R.  30. 

An  insolvent  corporation  was  heavily  indebted  to  A,  its  majority 
stockholder.  A  agreed  to  take  as  payment  of  the  company's  indebt- 
edness to  him  the  free  assets  of  the  company  and  to  assume  its 
liabilities  other  than  its  bonded  indebtedness.  This  transaction  is 
considered  a  cancellation  of  the  debt  due  to  A  and  any  loss  sustained 
by  him  is  deductible  only  in  the  return  for  the  year  when  the 
transaction  took  place,  and  not  when  the  assets  were  disposed  of 
subsequently.  The  measure  of  the  loss  would  be  the  difference  be- 
tween the  liabilities  assumed,  including  the  debt  to  himself,  and  the 
value  of  the  assets  at  the  time  received  by  A. 
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SECTION  214(a)  8.— DEDUCTIONS  AIjLOWED: 

DEPRECIATION. 

8-19-320. 
Section  214(a)  8,  Article  161 :  Depreciation.  O.  86*2. 

(a)  Where  vineyards  planted  to  wine  shapes  appear  to  be  ren- 
dered useless  for  profitable  operation  as  vineyards  through  the  enact- 
ment of  prohibition  legislation,  but  the  owners  continue  to  cultivate 
them  in  the  hope  that  some  new  and  profitable  use  for  the  crop  may 
be  found,  a  reasonable  deduction  for  obsolescence  may  be  claimed. 
There  beuig  at  this  time  no  data  available  upon  which  a  (teterfiiina- 
tion  of  what  constitutes  a  reasonable  dedudtion  may  be  made,  a  tenta- 
tive deduction  of  oneJialf  the  loss  which  would  reault  from  tlie 
total  abandonment  of  the  property  for  vineyard  purposes  may  be 
made  in  the  return  for  the  year  in  which  the  legislation  was  enacted, 
subject  to  adjustment  when  the  success  or  failure  of  the  experiment 
shall  have  been  satisfactorily  established, 

(ft)  Where  vineyards  devoted  to  the  growing  of  wine  grapes  are, 
as  a  result  of  prohibition  legislation,  abandoned  as  vineyards  and 
the  vines  and  improvements  incidental  solely  to  grape  growing  are 
junked  cuid  the  Ijuid  «employed  in  oiher  uses,  the  loss  directly  result- 
ing may  be  deducted  in  determining  the  net  income  of  the  owner, 
care  being  taken  to  exclude  from  the  deduction  the  value  of  any  im- 

Erovements,  such  as  installation  of  drainage  or  irrigation,  fencinc^, 
reaking  up  of  the  soil,  and  similar  improvements  which,  while  inci- 
dental to  the  planting  of  the  vineyard,  tend  to  permanently  improve 
the  ground  for  other  uses.  The  allowance  for  obsoleeceace  will  be 
dist^ributed  over  the  period  elapsing  between  &e  passage  of  the 
prohibition  measure  and  the  date  when  abandonment  occurs. 

(c)  In  g^neral^  ao  deduction  for  obsolesoence  or  obsoleteness  is 
allowable  in  the  oase  of  land,  but  in  exoeptkffiAl  cases,  where  the 
loss  of  usefulness  through  prohibition  legislation  is  so  gveat  that  the 
land  practically  becomes  worthless,  the  taxpayer  may,  upon  the 
proj^er  showing,  be  allowed  a  reasonable  deduction  on  that  account 
for  the  land  as  well  as  for  the  vines  and  improvements.  In  this  case 
the  cost  or  value  used  as  the  basis  of  such  deduction  for  obsolescence 
or  obsoleteness  may  properly  include  the  value  of  any  improvements 
which  when  made  were  regarded  as  permanently  improving  the 
land  and  which  have  not  heretofore  been  charged  off  as  expenses. 
In  the  case  where  the  entire  deduction  is  claimed  in  a  single  year  by 
reason  of  actual  abandonment  on  account  of  obsoleteness  of  land, 
"vines,  and  improvements,  the  amount  of  such  deduction  will  be  the 
difference  between  the  vahie  on  March  1,  1913,  if  aoquired  prior  to 
that  date,  or  the  cost,  if  acquired  on  or  after  that  date,  and  the 
salvage  or  junk  value,  taking  into  account  any  deductions  or  obso- 
lescence previously  allowed.  Where  a  reasonable  allowance  for 
obsolescence  is  claimed  before  actual  abandonment,  to  be  spread  over 
a  period  of  two  or  moi^  years,  care  must  be  taken  to  eliminate  from 
the  Slim  used  as  the  basis  of  the  allowance  any  general  decrease  in 
the  value  of  real  estate  due  to  otiier  causes^  such  decrease  being 
deductible  only  when  definitely  determined  through  sale. 

(d)  Any  return  of  incoane  from  vineyard  property  in  whidi  a 
deduction  is  claimed  as  a  result  of  obsolescence  must  be  accompanied 
>^ith  an  affidavit  setting  forth  fully  the  facts  necessary  to  a  deter- 
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nuaation  of  the  loss  properly  chargeable  to  obBolesoenee  under  the 
rules  above  stated. 

(e)  Law  Opinion  524  and  Solicitor's  Memoranda  735,  797,  and  872 
are  modified  so  far  as  not  in  accord  herewith.  (Superseding  4r-l 9-219 
(T.  B.  M.  18),  sec.  214,  art.  161.) 


4r-20-704. 
O.  D.  881. 

No  amount  mav  be  charged  off  in  any  year  in  anticipation  of 
obsolescence  of  a  ouilding  which  tnay  become  obsolete  5  or  10  years 
later.  However,  a  certain  amount  of  obsolescence  may  be  claimed 
from  the  time  that  it  becomes  certain  that  at  a  definite  future  date 
the  building  will  be  obsolete.  The  figure  representing  obsolescence 
should  be,  approximately,  the  difference  between  the  fair  market 
value  of  the  building  as  of  March  1, 1913,  or  its  cost  if  acquired  after 
that  date,  less  depreciation,  and  the  estimated  salvage  value.  This 
objBolescence  should  be  spread  over  the  period  from  the  time  such 
obsolescence  becomes  certain  until  the  building  becomes  obsolete 
and  should  be  claimed  in  the  returns  filed  for  those  years.  For 
instance,  the  fair  market  value  of  a  building  March  1,  1913,  was 
$30,000.  Its  depreciated  value  December  31,  1918,  was  represented 
by  $18,000,  and  its  esjtimated  salvage  value  will  be  $5,000  in  1920. 
At  that  time  (Dec,  31,  1918)  it  was  definitely  determined  and  cer- 
tain that  in  1920  the  building  would  have  to  be  torn  down  and  re- 
built, due  to  its  inadequacy  to  meet  the  growing  needs  of  the  industry 
it  housed.  The  difference  between  the  depreciated  value  December 
81,  1918,  namelv,  $18/)00,  and  its  estimated  salvage  value  of  $5,000 
represents  obsolescence.  This  amount  of  $13,000  should  be  spread 
over  the  years  covering  the  period  1919  and  1920  and  deductions 
claimed  accordingly  on  the  returns  filed  for  those  years.  In  cases 
where  obsolescence  is  claimed  it  must  be  supported  by  facts  which 
will  enable  this  office  to  determine  whether  such  claim  is  proper  and 
allowable. 

9-20-773. 
A.  K.  R.  27. 

Three  per  cent  is  held  to  be  a  reasonable  allowance  for  depreciation 
of  bulk  freight  steamships  on  the  Great  Lakes;  however,  when  due 
to  peculiar  conditions,  it  can  be  definitely  determined  that  the  estab- 
lished rate  of  depreciation  will  not  be  sufficient  to  return  all  of  the 
capital  invested,  as  at  the  date  of  acquisition  or  March  1,  1913, 
whichever  is  later,  by  the  time  ^e  vessel  will  be  rendered  useless, 
an  additi<Hi  to  the  regular  rate  to  cover  obsolescence  may  be  allowed. 
The  anK)unt  of  this  addition  must  be  determined  upon  the  basis  of 
the  facta  in  es^h  particular  caee— that  is,  the  type  of  the  vessel  ia 
question,  the  fitness  for  possible  use  in  otiier  lines  of  transportation, 
and  the  date  when  it  can  be  definitely  foreseen  that  she  will  be  no 
loD^r  eommereially  useful  in  this  particular  line  of  traffic. 

This  rule  does  not  necessarily  apply  to  steamers  engaged  in  other 
lines  of  tra^,  for  the  reason  that  there  are  distinct  differences  in  the 
inetfaod  of  ooBBtruction  and  the  matter  of  operation  of  package 
freighters  and  passenger  steamers  and  the  bulk  freighters  under 
couideratioD- 
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(See  15-20-856;  sec.  331,  art.  941.)     Basis  for  depreciation  deduc- 
tions on  account  of  assets  acquired  in  reorganization. 


Section  214(a)   8,  Article  162:  Depreciable  1-19-52. 

property.  0. 797. 

An  owner  of  an  orchard  which  has  reached  an  income-producing 
stage  is  entitled  to  deduct  from  gross  income  in  his  annual  tax  re- 
turns an  annual  allowance  for  depreciation,  based  upon  the  capital 
invested,  which  comprises  the  original  purchase  price  of  the  trees 
together  with  the  necessary  expenditures  incurred  in  bringing  them  to 
the  producing  age ;  and  the  rate  of  depreciation  is  to  be  determined 
by  the  average  fife  of  the  trees  under  normal  conditions. 


3-19-190. 
O.  D.  125. 

Property  consisting  of  a  plant,  including  equipment  for  the 
manufacture  of  beer  bottles,  which  because  of  restrictions  and  regu- 
lations by  the  United  States  Government  on  the  brewery  industry 
can  not  be  sold  and  in  consequence  the  factory  had  to  be  closed,  has, 
to  the  extent  the  property  or  plant  was  constructed  for  the  manu- 
facture of  beer  bottles  and  is  not  suited  or  adapted  for  any  other 
purpose  without  reconstruction,  become  obsolete.  The  corporation 
to  that  extent  is  entitled  to  a  deduction  for  obsolescence.  So  much  of 
the  shrinkage  in  value  of  the  plant,  if  any,  as  is  not  thus  due  €b 
obsolescence  can  not  be  claimed  as  a  deduction  for  loss  until  the 
property  is  sold  or  becomes  worthless  and  the  loss  is  definitely  ascer- 
tained.    (Also  sec.  214(a)  4,  5,  6,  art.  143.) 


7-19-291. 
T.  B.  M.  39. 

An  inventor  of  a  war  device,  which  undoubtedly  had  a  large 
value  on  January  1. 1918,  when  the  war  was  on  in  full  force,  can  not 
now  claim  a  deduction  for  depreciation  and  obsolescence  based  on  the 
value  of  the  intangible  property  as  of  that  date  and  on  December  31, 
1918,  after  the  signing  of  the  armistice,  when  it  is  claimed  it  had  a 
very  small  value. 

Section  214(a)  8,  Article  163:  Depreciation  15-19-445. 

of  intangible  property.  T.  B.  R.  44. 

(1)  Distillers  and  dealers  in  liquors  are  entitled  to  make  a  deduc- 
tion (based  upon  actual  cost  or  fair  market  value  as  at  March  1, 
1913)  from  gross  income,  on  account  of  depreciation  or  obsolescence 
of  their  intangibles,  such  as  good  will,  trade-marks,  trade-brands,  etc., 
such  deductions  being  limited  to  assignable  assets,  the  value  of  which 
has  been  destroyed  by  prohibition  legislation,  and  (2)  in  arriving  at 
the  taxable  income  for  the  first  taxable  year  ending  on  or  after  Janu- 
ary 31,  1918,  the  obsolescence  fully  accrued  on  that  date  is  to  be 
allowed  as  a  deduction  in  computing  the  income  subject  to  taxation 
under  the  Revenue  Act  of  1918,  plus  a  further  deduction  of  such 
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proportion  of  the  remaining  value  of  the  intangible  assets  as  the 
interval  between  Januarv  31,  1918,  and  the  end  of  the  taxable  yeiar 
bears  to  the  total  interval  between  January  31, 1918.  and  January  16, 
1920  (unless  at  an  earlier  date  the  taxpayer  discontinues  his  business, 
in  which  case  such  earlier  date  shall  mark  the  close  of  the  period), 
and  (3)  for  any  taxable  year  following  the  taxable  year  just  referred 
to  a  deduction  in  respect  of  the  value  of  such  intangible  assets 
on  January  31,  1918,  based  upon  a  ratable  distribution,  will  be 
permissible. 

23-19-545. 
T.  D.  2929. 

Article  163,  Regulations  45,  is  modified  to  read  as  follows,  by 
eliminating  therefrom  the  last  sentence  reading :  "  There  can  be  no 
such  allowance  in  respect  to  good  will,  trade  names,  trade-marks, 
trade  brands,  secret  formulae,  or  processes  " : 

Abt.  163.  Depreciation  of  intangible  property. — Intangibles  the  use  of  which 
in  the  trade  or  business  is  definitely  limited  In  duration  may  be  the  subject  of 
a  depreciation  allowance.  Examples  are  patents  and  copyrights,  licenses,  and 
franchises.  Intangibles  the  use  of  which  in  the  business  or  trade  is  not  so 
limited  will  not  usually  be  a  proper  subject  of  such  an  allowance.  If,  however, 
an  intangible  asset  acquired  through  capital  outlay  is  known  from  experience 
to  be  of  value  in  the  business  for  only  a  limited  period,  the  length  of  which 
can  be  estimated  from  experience  with  reasonable  certainty,  such  Intangible 
asset  may  be  the  subject  of  a  depreciation  allowance,  provided  the  facts  are 
fully  shown  in  the  return  or  prior  thereto  to  the  satisfaction  of  the  commis* 
sioner. 


24r-19-565. 
O.  D.  298. 

Deductions  from  ^'oss  income  on  account  of '  depreciation  or 
obsolescence  of  intangibles,  such  as  good  will,  trade-marks,  and  trade- 
brands,  allowed  distillers  and  dealers  in  liquors,  are  also  applicable 
to  brewers. 

30-19-640. 
O.  D.  344. 

Depreciation  of  intangible  property  as  explained  in  article  163  of 
Regulations  45  applies  to  all  intangible  property  including  patents 
and  copyrights,  whether  acquired  for  cash,  other  property,  or  corpo- 
rate stock.    The  term  "  capital  outlay  "  includes  corporate  stock. 


(See  10-20-777;  sec.  202,  art.  1561.)     Methods  of  determining 
value  of  intangible  assets  as  at  March  1,  1913. 


17-20-884. 
O.  D.  472. 


Obsolescence  is  not  ordinarily  applicable  in  the  case  of  intan^bles 
but  will  be  allowed  in  exceptional  cases,  as  in  the  case  of  the  discon- 
tinuance of  a  going  business  because  oi  the  exhaustion  of  its  source 
of  supply,  where  the  cost  of  the  good  will,  or  its  value  as  of  March 
1,  1913,  IX  acquired  prior  to  that  date,  can  be  definitely  shown  and 
the  period  of  its  obsolescence  determined  with  reasonable  accuracy. 


To  Bust^m  a  claki  for  ileduction  for  ofaeokfioenee  of  good  will,  it 
fiiust  be  sbowjx  thiit  tbe  ^od  will  will  be  of  no  vaJue  at  the  eloee 
of  an  approximatelj  definite  period,  and  thait  the  taxpayer  will  be 
forced  to  discontinue  the  h^msms  Mtd  be  unaUe  to  cootiaue  in  any 
similar  buginees. 

An  allowance  for  obsoleaoenee  oi  good  wiU  will  be  made  oidj  in 
eonnecti<m  with  such  ^od  will  a^  is  aesi^able,  aa  distinguiebed  irom 
good  will  attachiG^  to  individuak;  owning  or  oonducting  a  buainess, 
or  to  the  premises  at  which  it  is  or  was  conducted;  and  no  allowance 
for  obsolescence  will  be  granted  in  any  case  where,  in  connection 
with  the  operation  of  the  business,  the  good  will  will  be  valuable  ia 
another  business  after  the  termination  of  the  business  in  which  the 
taxpayer  is  engaged. 

A  corporation  engaged  m  the  bueinMs  of  samplisg  ores  is  <eatitied 
to  a  deduction  for  obeoleaceDce  not  only  of  its  plastt  and  equipment 
but  for  value  of  good  will  exifitifig  and  having  a  definitely  established 
value  as  of  March  1,  1913,  or  acquired  thereafter  by  capital  outlay, 
if  it  can  be  shown  tiiat  the  plant  and  equipment  will  be  useless  and 
the  good  will  of  no  value  at  the  eloee  of  an  approximately  definite 
period  by  reason  of  exhau^ion  of  tiie  oree  on  ^ich  its  business 
depends. 

Section  214(a)   8,  Article  164;  Capital  sum  21-19-524. 

recoverable  through  depreciation  allowances.  O.  D.  2S3. 

Replacement  value  of  property  can  not  be  substituted  for  the  cost 
of  the  property,  as  the  cost  of  replacement  at  a  time  some  years  in 
the  f utuie  is  a  speculative  figure  which  can  not  be  used  as  a  basis  for 
determining  an  annual  depreciation  charge.  The  depz^eciation  chai'ge 
will  replace  tjie  amount  of  the  original  capital  outlay,  which  may  be 
more  or  less  than  adequate  to  replace  the  item  to  which  it  applies. 
If  less  than  adequate,  new  capital  must  be  provided  from  surplus  or 
otherwise  to  effect  the  replacement. 


Section  214(a)    8,  A«ticle  165:  Method  of  16-20-862. 

computing  depreciation  allowance.  A.  B.  B.  45. 

When  delicate  machinery  designed  for  tiie  manuf actum  of  sl  cer- 
tain product  is  used  in  manufa^turiDg  a  product  of  much  ooarser 
materials  for  which  use  it  is  not  fitted,  and  is  operated  at  a  heavy 
overload  of  its  normal  capacity,  the  owner  is  entitled  to  deduct  from 
gross  income  an  amount  representing  extraordinary  depreciation. 


Section  214(a)  8,  Article  167:  Depreciation  20-19-506. 

of  patent  or  copyright.  T.  B.  R.  59, 

Revenue  Act  of  1916  as  amended  and  Revenue  Act  of  1917. 

(a)  Depreciation  of  patents  acquired  prior  to  March  1,  1913, 
should  be  taken  on  the  basis  of  their  fair  market  value  as  of  that  date, 
if  affirmative  wotd  satisfactory  evidence  of  such  value  is  offered. 

{b)  Invested  capital  of  a  cwporate  taxpayer  for  the  year  1917 
sboiild  be  reduced  by  the  amount  of  its  income  tax  for  the  year  1916 
as  of  the  date  upon  "which  such  tax  became  due  and  payable.  (Also 
sec.  326,  art.  845.) 


n 

A.  R.  M.  85. 

A  invented  certam  a{>pa]:miUHi  and  secured  United  States  patents 
thereon.  The  patents  tvcons  amgnied  to  ^  foneign  corporation  under 
an  agreement  by  which  he  retained  40  per  cent  interest  in  profits 
therefrom.  Legal  title  to  the  patents  passed  to  tlie  company  sub- 
ject to  the  agreement  mentioned.  A's  interest  was  recognized  by 
the  company  and  bv  the  United  States  licensees  under  the  patents. 
Tlie  committee  is  of  the  opinion  that  the  agreement  should  be  recog- 
nized as  giving  A  a  depreciable  interest  in  the  patents. 

The  value  of  each  patent  as  at  March  1,  1913,  should  be  segregated 
and  the  depreciation  ailowaUe  thereon  debermined  on  the  basis  oi 
its  own  life  instead  of  using  as  a  basis  the  average  life  of  all  the 
patents  and  the  value  of  all  the  patents  in  bulk.  Of  the  total  depre- 
ciation allowable  for  any  year,  60  per  iceiit  is  deductible  in  the  return 
of  the  company  and  40  per  t5ent  in  A's  return. 


«***i*rii«aa 


Section  214(a)  8,  Articijb  170:  Closing  iiepre- 
cimtion  ^kcoounst. 

(See  80-ld-«S9;  sec  ai4(a)  4,  6,  6,  art  141.)    Adjustment  of  de^ 
preciation  and  gain  or  loss  when  equipment  is  retired  from  use. 


SECTION  214(a)  9.--DKDUCTIONS  ALLOWED: 

AMOKTIZATION. 

Section  214(a)  9,  Article  181:  Scope  of  pro- 
vision for  amortization. 

(See  l&-19-4o2;  sec  326,  art  840.)     Effect  on  invested  capital  of 
amortization  deducted  under  the  munitions  manufacturers'  tax  law. 


(See  2^19-597 ;  sec.  801,  art.  715.)    Amortization  when  part  of  in- 
come is  from  Government  contracts. 


^*i 


Section  214(a)  9,  Artici^  182:  Prop«ty  cost 
of  which  may  be  amortized* 

(See  16-19-464;  sec.  284,  art.  561.)  Equipment  for  manufacture 
or  prodQctm  'of  sugar. 

Section  214(a)    9,  Article  184:  Cost  which  5-19-249. 

may  be  amortized.  T.  D.  2859. 

Paragraph  3  of  article  184,  Regulations  45,  Final  Edition,  is 
amended  to  read  as  follows: 

(3)  In  the  case  ot  other  property  the4>asls  for  amortization  calculation  «hall 
be  the  estlTnated  value  of  the  property  to  the  taxpayer  In  terms  of  its  actual 
tise  or  employment  In  his  going  bo^hiei?8,  su<*  Talae  !n  no  ciwe  to  he  less  than 
the  4SKile  or  salvaire  value  of  the  property :  Prwjided^  however.  That  4a  no  case 
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Shall  the  preliminary  estimate  (for  purposes  of  returns  to  be  made  in  1919)  of 
the  amount  of  such  amortization  exceed  25  per  cent  of  the  cost  of  the  ^^roperty. 
In  the  final  determination  the  amount  of  the  amortization  allowance  will  be 
ascortalned  upon  the  basis  of  stable  postwar  conditions  under  regulations  to 
be  promulgated  when  these  conditions  become  apparent. 


(See  3-20-692;  sec.  250,  art.  1005.)  Five  per  cent  penalty  and 
interest,  as  applied  in  cases  where  excessive  amortization  has  been 
deducted  in  returns. 

Section  214(a)  9,  Article  187:  Redetermina-  31-19-646. 

tion  of  amortization  allowance.  A.  R.  M.  10. 

That  part  of  section  214(a)  9,  which  reads  "at  any  time  within 
three  years  after  the  termination  of  the  present  war,"  is  construed  to 
place  a  limitation  only  upon  the  latest  date  before  which  the  con- 
templated redetermination  and  adjustment  of  amortization  must  be 
made,  and  not  upon  the  earliest  date  at  which  it  might  be  undertaken. 

Therefore,  taxpayers  need  not  await  the  formal  termination  of  the 
present  war,  but  may  present  to  the  Commissioner  their  claim  for  a 
redetermination  at  any  time  prior  to  three  years  after,  such  termina- 
tion. 


SECTION  214(a)  10.— DEDUCTIONS  ALLOWED: 

DEPLETION. 

Section  214(a)  10,  Article  201:  Depletion  of 
mines,  oil,  and  gas  wells. 

(Sec,  15-20-855 ;  sec.  331,  art.  941.)     Basis  for  depletion  deductions 
on  account  of  assets  acquired  in  reorganization. 


Section  214(a)  10,  Article  202:  Capital  recov-  1-19-53. 

erable  through  depletion   allowance  in  tlie  T.  B.  R.4. 

case  of  owner. 

The  amount  recoverable  by  a  taxpayer  without  liability  to  tax 
under  the  War  Revenue  Act  of  1918,  either  by  way  of  deduction  for 
depletion  or  of  the  return  of  capital  upon  the  safe  of  the  property, 
is  the  cost  of  the  property,  its  fair  market  value  at  March  1, 1913,  or 
within  30  days  after  discovery,  as  the  case  may  be,  minus  the  amount 
of  depletion  (based  upon  the  same  cost  or  value)  actually  sustained 

erior  to  January  1,  1918,  whether  or  not  all  of  such  amount  has 
een  allowed  for  the  purpose  of  computing  net  income  under  earlier 
income  tax  laws. 

2-20-674. 
A.  R.  M.  17. 

A  lessor  of  mining  property  who  waived  his  right  to  royalties  for 
several  years  on  account  of  the  fact  that  the  mine  was  operated  at  a 
loss,  and  received  all  of  the  royalties  in  the  year  1917,  may,  if  he 


93 

has  submitted  returns  for  those  years  on  a  cash  receipts  and  pay- 
ments basis,  deduct  from  the  income  received  in  1917  such  depletion 
allowance  as  appertains  to  that  income.     (Also  sec.  212,  art.  23.) 


31-10-647. 
Section  214(a)  10,  Article  220:  Oil  and  gas  T.D.2956. 

wells. 
AfiTiCLE   220(a):   Discovery:   proven   tract   or 

lease :  property  disproportionate  value. 
Article  221 :  Proof  of  discovery  of  oil  and  gas 
wells. 

Regulations  45  are  hereby  amended  by  substituting  for  articles  220 
and  221  as  they  now  stand  the  following  three  articles : 

Art.  220.  Oil  and  gas  tcelU.— Section  214(a)  (10)  and  section  234(a)  (9) 
provide  that  taxpayers  who  discover  oil  and  gas  wells  on  or  after  March  1, 
1913,  may,  under  the  circumstances  therein  prescribed  determine  the  fair 
market  value  of  such  property  at  the  date  of  discovery  or  within  30  days  there- 
after for  the  purpose  of  ascertaining  allowable  deductions  for  depletion.  Be- 
fore such  valuation  may  be  made  the  statute  requires  that  two  conditions 
precedent  be  satisfied,  (1)  that  the  fair  market  value  of  such  property  (oil  and 
gas  wells)  on  the  date  of  discovery  or  within  30  days  thereafter  became  ma- 
terially disproportionate  to  the  cost,  by  virtue  of  the  discovery,  and  (2)  that 
such  oil  and  gas  wells  were  not  acquired  as  the  result  of  purchase  of  a  proven 
tract  or  lease. 

Ajbt.  220(a).  Discoveru — Proven  tract  or  lease — Property  disproportionate 
value. — (1)  For  the  purpose  of  these  sections  of  the  Revenue  Act  of  1918,  an  oil 
or  gas  well  may  be  said  to  be  discovered  when  there  is  either  a  natural  exposure 
of  oil  or  gas,  or  a  drilling  that  discloses  the  actual  and  physical  presence  of  oil 
or  gas  in  quantities  sufficient  to  Justify  commercial  exploitation.  Quantities 
sufficient  to  justify  conunercial  exploitation  are  deemed  to  exist  when  the  quan- 
tity or  quality  of  the  oil  or  gas  so  recovered  from  the  well  are  such  as  to 
afford  a  reasonable  expectation  of  at  least  returning  the  capital  invested  in 
such  well  through  the  sale  of  the  oil  or  gas,  or  both,  to  be  derived  therefrom. 

(2)  A  proven  tract  or  lease  may  be  a  part  or  the  whole  of  a  proven  area. 
A  proven  area  for  the  purposes  of  this  statute  shall  be  presumed  to  be  that 
portion  of  the  productive  sand  or  zone  or  reservoir  included  in  a  square  sur- 
face area  of  160  acres  having  as  its  center  the  mouth  of  a  well  producing  oil 
or  gas  in  commercial  quantities.  In  other  words,  a  producing  well  shall  be 
presumed  to  prove  that  portion  of  a  given  sand,  zone,  or  reservoir  which  is  in- 
cluded in  an  area  of  160  acres  of  land,  regardless  of  private  boundaries.  The 
center  of  such  square  area  shall  be  the  mouth  of  the  well,  and  its  sides  shall  be 
parallel  to  the  section  lines  established  by  the  United  States  system  of  public 
land  surveys  in  the  district  in  which  it  is  located.  Where  a  district  is  not 
covered  by  the  United  States  land  surveys,  the  sides  of  said  area  shall  run 
north  and  south,  east  and  west 

So  much  of  a  taxpayer's  tract  or  lease  which  lies  within  an  area  proven 
either  by  himself  or  by  another  is  '*  a  proven  tract  or  lease  "  as  contemplated 
by  the  statute,  and  the  discovery  of  a  well  thereon  will  not  entitle  such  tax- 
payer to  revalue  such  well  for  the  purpose  of  depletion  allowances,  unless  the 
tract  or  lease  had  been  acquired  before  it  became  proven.  And  even  though  a 
well  is  brought  in  on  a  tract  or  lease  not  included  in  a  proven  area  as  hereto- 
fore defined,  nevertheless  it  may  not  entitle  the  owner  of  the  tract  or  lease  in 
which  such  well  is  located  to  revaluation  for  depletion  purposes,  if  such  tract 
or  lease  lies  within  a  compact  area  which  is  immediately  surrounded  by  proven 
land,  and  the  geologic  structural  conditions  on  or  under  the  land  so  inclosed 
may  reasonably  warrant  the  belief  that  the  oil  or  gas  of  the  proven  areas  ex- 
tends thereunder.  Under  such  circumstances  the  entire  area  is  to  be  regarded 
as  proven  land. 

(3)  The  "property"  which  may  be  valued  after  the  discovery  is  the  "welL** 
For  the  purposes  of  these  sections  the  *'weir*  is  the  drill  hole,  the  surface 
necessary  for  the  drilling  and  operation  of  the  well,  the  oil  or  gas  content  of 
the  particular  sand,  zone,  or  reservoir   (limestone,  breccia,  crevice,  etc.)   in 
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which  the  discovery  was  made  by  the  drilling  and  from  which  the  production  U 
drawn,  to  the  limit  of  the  taxpayer's  private  bounding  lines,  but  not  beyond  the 
limibs  of  the  proven  area  as  heretofore  provided. 

(4)  A  taxpayer  to  be  ^ititled  to  revalue  his  prop^ty  after  March  1,  IfllS, 
for  tlie  purpose  of  depletion  allowances  must  make  a  discovery  after  said  date 
and  such  discovery  must  result  in  the  fair  marlcet  value  of  the  property  becom- 
ing disproportionate  to  the  cost  The  fair  market  value  of  the  property  will  be 
deemed  to  have  become  disproportk>nate  to  the  cost  when  the  output  of  sudi 
well  of  oil  or  gas  affords  a  reasonable  expectation  of  returning  to  the  taxpayer 
an  amount  materially  in  excess  of  the  cost  of  the  land  or  lease  if  acquired 
since  March  1,  1913,  or  its  fair  market  value  on  March  1,  1913,  if  acquired  prior 
thereto,  plus  the  cost  of  exploration  and  development  work  to  the  time  the  well 
was  brought  in. 

Art.  221.  Proof  of  discovery  of  oil  and  gas  weUs, — ^In  order  to  meet  the  re- 
quirements of  the  preceding  article  to  the  sati^action  of  the  commissioner 
the  taxpayer  will  be  required,  among  other  things,  to  submit  the  following  with 
his  return:  (a)  A  map  of  convenient  scale,  showing  the  location  of  the  tract 
and  discovery  well  in  question  and  of  the  nearest  producing  well,  and  the  de- 
velopment for  a  radius  of  at  least  8  miles  from  the  tract  in  question,  both 
on  the  date  of  discovery  and  on  the  date  when  the  fair  market  value  was  set ; 
ih)  a  certified  copy  of  the  log  of  the  discovery  well,  showing  the  location,  the 
date  drilling  began,  the  date  of  completion,  and  the  beginning  of  production,  the 
formations  penetrated,  the  oil,  gas,  and  water  sands  penetrated,  the  casing 
record,  including  the  record  of  perforations,  and  any  other  information  tending 
to  show  the  condition  of  the  well  and  the  location  of  the  sand  or  zone  from 
which  the  oil  or  gas  is  produced  on  the  date  the  discovery  was  claimed;  (r) 
a  sworn  record  of  production,  clearly  proving  the  commercial  (Nrodactivity  of 
the  discovery  well;  (d)  a  sworn  copy  of  the  records,  showing  the  cost  of  the 
proi)erty;  and  (c)  a  full  explanation  of  the  method  of  determining  the  value 
on  the  date  of  discovery  or  within  30  days  thereafter,  supported  by  satisfactory 
evidence  of  the  fairness  of  this  value. 


Sbction  214(a)  10,  Abtici^  222:  Charges  to  26-19-^589. 

capital  and  to  expense  in  the  case  of  mine.  O.  D.  314. 

All  expenditures  by  a  mining  company  for  prospecting  and  devel- 
opment for  the  purpose  of  enlarging  the  business  or  continuing  it 
beyond  its  present  limits  must  be  charged  to  capital  account. 


Section  214(a)  10,  Article  228:  Capital  re-  1-19-60. 

coverable  through  depletion  allowance  in  the  O.  D.  43. 

case  of  timber. 

Ill  the  case  of  timberland  acquired  prior  to  March  1,  1913,  de- 
pletion may  be  based  on  the  average  vame  on  that  date  of  all  timber 
located  in  a  single  operation  unit.  In  other  words,  the  average  value 
may  be  determined  indei^endently  for  each  separate  operation  unit. 
A  separate  operation  unit  should  include  all  timber  which  should 
logically  be  manufactured  at  a  single  definite  mill  site. 


Section  214(a)  10,  Article  234:    Determina-  18-19-48^. 

tion  of  fair  market  value  of  timber.  T.  D.  2916. 

The  final  edition  of  Regulations  45  is  amended  by  the  insertion 
of  article  234,  as  follows: 

Aut.  234.  Dctermin<ition  of  fair  market  value  of  timber. — ^Where  tbe  fair 
market  value  of  the  property  at  a  specified  date  In  Ilea  of  the  cost. thereof  Is  tbe 
basis  for  depletion  and  depredation  deductions,  such  value  must  be  detefBdned, 
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mibject  to  approval  or  revision  by  the  Commissioner,  by  the  owner  of  the  prop-  1 
erty  in  the  light  of  the  most  reliable  and  accurate  Information  with  reference  to 
the  condition  of  the  property  as  it  existed  at  that  date,  regardless  of  all  siibse 
Quent  changes,  such  as  changes  In  surrounding  clreumstances,  in  methods  of 
exploitation,  in  degree  of  utilization,  etc.  The  value  sought  should  be  that 
established  assuming  a  transfer  between  n  willing  seller  and  a  willing  buyer  as 
of  that  particular  date.  No  rule  or  method  of  determining  the  fair  market 
ralue  ©f  timber  property  is  prescribed,  but  the  Ommissloner  will  give  due 
weight  and  consideration  to  aoy  and  all  facts  and  evidence  having  a  bearing  on 
the  maitet  value,  such  as  cost,  actual  «alee,  and  transfers  of  similar  properties, 
inaHset  value  ef  stock  or  shares,  poyalties  and  rentals,  value  fixed  by  the  owner 
lor  piarposeB  of  the  capUat  stock  tax,  vahiaticn  for  local  or  Btate  taxation, 
partnership  aocoandngs,  reoM'dfi  of  litigation  in  which  the  value  of  the  -praperty 
was  in  question,  the  amount  at  which  the  property  may  have  been  inventoried 
in  probate  court,  disinterested  appraisals  by  approved  methods,  and  other  fac- 
tors. For  depletion  purposes  the  cost  of  the  timber  or  its  fair  marlcet  value  at 
a  q>ecLfted  date  lAail  not  tnctode'any  part  of  the  cost  or  vaitte  of  the  land. 


Section  214(a)  10,  Article  235:   Determina-  18-19-483. 

ticm  of  quantity  of  timber.  T.  D.  2916. 

The  final  edition  of  Be^lationfi  45  is  amended  by  the  insertion  of 
article  235,  as  follows: 

Abt.  235.  Determination  of  quantity  of  timt>€r, — ^Each  taxpayer  claiming  a 
deduction  for  depletion  is  required  to  •estimate  with  respect  to  each  separate 
timber  account  the  total  units  (feet  board  measure,  cords,  or  other  units)  of 
timber  reasonably  known  or  on  good  evidence  believed  to  have  existed  on  the 
Iprround  on  March  1,  1913,  or  on  the  date  of  acquisition  of  tlie  property,  as  the 
case  naay  be.  The  taxpayer,  according  to  his  best  knowledge  and  belief  and  in 
the  light  of  the  most  accurate  and  reliable  information,  will  estimate  the  num- 
ber of  units  of  timber  actually  present  upon  tlie  specified  date.  This  estimate 
will  state  the  number  of  units  which  would  have  been  found  present  by  a  care- 
ful estimate  made  on  the  specified  date  with  the  -object  of  determining  100  per 
cent  of  the  quantity  of  timber  which  the  area  would  have  produced  on  that  date 
if  all  of  tlie  merchantable  timber  had  been  cut  and  utlli^sed  in  accordance  with 
the  standards  of  utilization  prevailing  in  that  region  at  that  time. 

If  subsequently  during  the  ownership  of  the  taxpayer  making  the  return 
additional  units  of  timber  are  found  to  be  available  for  atiUeatlon  as  the  re- 
sult of  the  growth  of  the  timber,  of  tinser  atilizatlMi  of  the  timber,  of  the 
utllizatioa  of  species  of  trees  not  formerly  utilized,  of  underestimates  of  the 
quantity  of  timl>eT  available  on  the  specified  date,  etc.,  which  were  not  taken 
into  account  in  estimating  the  number  of  units  for  purposes  of  depletion,  or 
if  it  eliall  be  found  in  the  course  of  operation  that  timber  included  in  the  esti- 
mate is  not  merchantable  as  the  result  of  deterioration  through  rot  or  other- 
wise, or  that  the  original  estimate  was  too  great,  a  new  estimate  of  the  re- 
coverable Tinlts  of  timber  (but  not  of  the  cost  or  tJie  fair  market  value  at  a 
flpecified  date)  shall  be  made,  and  wlien  made  shall  ttiereafter  constitute  a  basis 
for  depletioiu  in  the  seieetion  of  the  unit  or  units  of  estimate  the  custom  ap- 
plicable to  the  given  type  of  timber  in  the  given  region  should  be  considered. 


SECTION   214(a)    11.— DEDUCTIONS   ALLOWED: 
CHARITABLE  CONTRIBUTIONS. 

Section  214(a)    11,  Article  251:  Charitable  1-19-56. 

contributions.  O.  D.  39. 

Contributions  by  citizens  of  a  city  to  a  fund  raised  for  the  purpose 
of  inducing  an  industrial  plant  to  locate  in  their  city  are  not  deducti- 
ble in  calculating  net  inoome  !<»*  ineome  tax  purpoees. 
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1-19-61. 
O.D.44. 

Contributions  to  the  National  Dry  Federation  are  not  deductible. 


ii-19-152. 
O.  D.  lot 

Contributions  made  for  the  purpose  of  purchasing  land  and  im- 
proving same  for  use  as  a  public  park  or  recreation  ground,  which 
IS  to  be  dedicated  as  a  memorial  to  soldiers  and  sailors  who  served 
in  the  late  war,  are  not  deductible  for  income  tax  purposes. 


(See  3-1^181 ;  sec,  218  (b) ,  art.  77.)  Owner  of  nontax-free  Liberty 
bonds,  making  a  gift  of  the  coupons  attached,  to  an  institution  under 
section  214(a),  11. 

a-19-191. 
S.992. 

Contributions  to  the  Council  of  National  Defense  are  deductible 
for  purposes  of  the  income  tax  by  individuals  both  under  the  Revenue 
Act  of  1917  and  the  Revenue  Act  of  1918,  up  to  the  amount  of  15 
per  cent  of  the  net  income  of  the  taxpayer. 


a-19-192. 
O.  D.  126. 

The  value  of  property  given  by  an  individual  to  a  public  high 
school  for  athletic  purposes  is  .not  deductible  in  the  mcome  tax 
return  of  such  individuaL 

&-19-321. 
S.  1052. 

A  contribution  or  sift  of  money  to  a  board  of  education  of  a 
school  district,  which  has  been  created  a  body  corporate  by  the  law^ 
of  the  State,  is  an  allowable  deduction  in  computing  net  mcome. 


&-19-322. 

O.  D.  185. 
Proportionate  share  of  contributions  made  by  partnership  to 
charitable  organizations  may  be  claimed  as  deduction  by  individual 
member  to  amount  not  in  excess  of  15  per  cent  of  taxpayer's  net 
income  computed  without  benefit  of  paragraph  11,  section  214(a), 
Revenue  Act  of  1918. 


11-1»^79. 
O.D.217. 

Contributions  to  a  family  cemetery  corporation  organized  under 
the  laws  of  the  State  of  New  York  are  not  allowable  deduction& 


(See  20-1&-511;  sec.  219,  art.  341.)  Deductibility  by  an  estate  or 
trust  of  income  set  aside  for  a  charitable  corporation  not  yet  in 
operation. 
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23-19-546. 
S.  1176. 

Contributions  or  gifts  for  the  support  of  an  association  organized 
and  operated  exclusively  for  the  purpose  of  giving  musical  concerts, 
the  progi-ams  being  of  an  educational  character,  and  no  part  of  the 
net  earnings  under  its  charter  inuring  to  the  benefit  of  any  private 
stockholder  or  individual,  are  deductible,  within  the  limits  prescribed 
by  the  statute,  in  ascertaining  the  net  income  of  the  donor.  (Also 
sec.  231,  art.  517.) 


24-19-566. 
O.  D.  299. 

Premiums  paid  on  a  life  insurance  policy  are  allowable  deductions 
from  gross  income  when  the  beneficiary  is  a  charitable  corporation 
exempt  from  tax,  provided  the  beneficiary  named  can  not  be  changed 
at  the  option  of  the  insured  and  the  sum  of  the  annual  premium  plus 
other  allowable  charitable  constributions  does  not  exceed  15  per  cent 
of  the  taxpayer's  net  income. 


26^19^90. 
A.  R.  M.  2. 


Pew  rents  and  so-called  assessments  and  dues  paid  to  churches 
are  to  be  regarded  as  "contributions"  within  the  meaning  of  sec, 
214(a)  11,  Revenue  Act  of  1918. 


27-19-602. 
S.  1202. 

Contributions  made  to  a  fund  established  for  the  pensioning  of 
members  of  a  municipal  police  force,  where  such  fund  is  in  control 
of  a  committee  constituted  by  law,  are  contributions  to  charity  within 
the  meaning  of  section  214(a),  paragraph  11,  of  the  Revenue  Act  of 
1918,  and  are  deductible  in  computing  the  net  income  of  the  persons 
making  such  contributions.     , 


O.  D.  345. 

An  association  incorporated  under  the  laws  of  Porto  Rico  for  the 
purpose  of  soliciting  and  obtaining  donations  to  be  used  in  recon- 
struction work  and  for  charitable  purposes  in  portions  of  Porto  Rico 
devastated  by  earthquake  and  tidal  wave  is  held  to  be  an  association 
organized  and  operated  exclusively  for  charitable  purposes. 

Contributions  to  such  an  association  by  individuals  are  deductible 
in  income  tax  returns  which  are  subject  to  jurisdiction  of  the  Bureau 
of  Internal  Revenue  to  the  extent  provided  in  section  214(a),  11, 
Revenue  Act  of  1918.  Contributions  by  corporations  to  such  an 
association  are  not  deductible. 

Income  tax  returns  filed  in  Porto  Rico  are  beyond  the  jurisdiction 
of  the  Bureau  of  Internal  Revenue. 
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5-20-716. 
O.  D.  389. 

The  Cominunity  Service  (Inc.)  is  a  charitable  and  educational 
'  corporation  exempt  from  taxation  under  the  provisions  of  section 

231  (6)  of  the  Revenue  Act  of  1^18  and,  therefore,  contributions  made 
1  to  it  by  individuals  are  deductible  to  the  extent  provided  in  section 

214(a)'  11.     (Also  sec.  231,  art.  517.) 


^  e-ao-7:^ 

T.  D.  2966. 
Article  251  of  Regulations  45  is  hereby  amended  to  read  as  follows : 

Art.  251.  Charitable  contributions. — Contributions  or  gifts  within  the  taxable 
year  are  deductible  to  an  aggregate  amount  not  in  excess  of  15  per  cent  of  the 
taxpayer's  net  income,  i&eluding  such  payments,  if  made  <o)  to  corpora ti4)n:» 
or  asfiociations  of  tbe  kind  exempted  from  tax  by  saJMllvisloa  (€)  of  section  231 
of  tlie  statute,  or  {b)  to  tbe  spedai  fwad  tar  vocational  rehabilitation  under  the 
Vocational  Reiiabilitation  Act  of  June  27, 1^18.  (For  a  discussion  of  what  cor- 
porations and  associations  are  included  within  (a)  see  art.  517.)  A  jdft  to 
a  common  agency  (as  a  war  chest)  for  -several  ench  corporations  or  asBociatkins 
is  treated  like  a  gift  direct  to  them.  In  connectiim  wi^  t^lalms  for  this  -deduc- 
tion there  shall  be  stated  on  returns  of  income  the  name  and  address  of  each 
organization  to  which  a  gift  was  ffiad«,  and  the  approximate  date  and  tlie 
amount  of  the  gift  in  each  case.  Where  the  gift  is  other  than  money,  the  basis 
for  calcsilation  of  tlie  amount  of  the  gift  shall  be  the  cost  of  the  property,  if 
acquired  after  February  28,  1913,  or  Its  fair  market  value  as  of  March  1,  1913, 
If  acquired  prior  thereto,  after  deducting  from  sneh  cost  or  valve  tbe  amonnt, 
if  any,  wiiich  bas  been  or  which  should  hare  been  «et  aside  an4  deducted  in  the 
curreat  year  and  previous  years  from  gross  income  on  account  of  depreciati^m, 
and  which  has  not  been  paid  out  in  making  good  the  depreciation  sustained.  A 
gift  of  real  estate  to  a  city  to  be  maintained  perpetually  as  a  public  park  is  not 
an  allowable  deduction.  This  article  does  not  apply  to  gifts  by  partnerships, 
estates  and  trusts,  or  corporations.  (See  sees.  218  and  219  of  the  statute  and 
arts.  5^  and  562.) 


7-20-740. 
0,979. 

Where  a  ^ift  is  other  tliaa  money,  the  basis  of  calculation  of  the 
amount  of  die  gift  for  the  purpose  of  the  deduction  allowed  under 
section  214(a)  11  shall  be  the  cost  of  the  property  or  its  fair  market 
value  as  of  March  1,  1913,  if  acquired  prior  thereto,  after  deducting 
from  such  cost  or  value  the  amount,  if  any,  which  has  been  or  should 
have  been  set  aside  and  deducted  in  the  current  year  and  previous 
years  from  gross  income  on  account  of  depreciation  and  which  has 
not  been  paid  out  in  making  good  tbe  d^reciation  sustained.  (The 
reasons  for  this  ruling  were  published  in  luU  in  Bulletin  7-20,  p«  22.) 


&-3a-755. 
S.  1246. 

Contributions  or  gifts  made  to  u  corporation  organized  and  oper- 
ated exclusively^  for  the  purpose  of  erecting  and  maintaining  monu- 
ments or  otliei'  like  memorials  are  not  allowable  deductions  in  com- 
puting net  income  of  individuals  contributiDg  thereto,  even  thougli 
no  part  of  the  net  earnings  of  such  corporation  inures  to  the  benefit 
of  any  private  stockholder  or  individual,  such  corjwrations  not  being 
charitable  or  educational  institutions  within  the  meaning  of  the 
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Bevenue  Act  of  1918.  The  status  of  eorporations  whose  purposes  in- 
Tolve  a  positive  dissemination  of  icnowledge  should  be  determmed  on 
proper  tacts  submitted  in  each  case.     (Alio  sec.  231,  art.  517.) 


8-20-756. 
T.  D,  2977. 

Article  251  of  Regulations  45  is  amended  to  read  as  follows : 

Abt.  251.  Charitable  contributions. — Contributions  or  gifts  witliin  the  taxable 
year  are  dedactible  to  an  aggregate  amount  not  in  excess  of  15  per  cent  of  the 
taxpayer's  net  income,  including  such  payments,  if  made  <a)  to  corporations  or 
associations  of  the  kind  exempted  from  tax  by  subdivision  (6)  of  section  231  of 
the  statute,  or  (&)  to  the  special  fund  for  vocational  rehabilitation  under  the 
Vocational  Rehabilitation  Act  of  June  27,  1918.  (For  a  discussion  of  what 
corporations  and  associations  are  included  within  (a)  see  art.  517.)  A  gift  to 
a  common  agency  (as  a  war  chest)  for  several  such  corporations  or  associations 
is  treated  lilse  a  gift  directly  to  them.  In  connection  with  claims  for  this 
deduction  there  shall  be  stated  on  returns  of  income  the  name  and  address  of 
each  cnrgBiitzation  to  which  a  gift  was  made»  and  the  approximate  date  and 
the  amount  of  the  gift  in  each  case.  Where  tbe  gift  is  other  than  money,  the 
basis  for  calculation  of  the  amount  of  the  gift  shall  be  the  cost  of  the  property 
or  its  fair  market  value  as  of  March  1,  191S,  if  acquired  prior  thereto,  less  any 
depreciation  sustained.  A  gift  of  real  estate  to  a  city  to  be  maintained  per- 
petually as  a  public  park  is  not  an  allowable  deduction.  The  proportioaate 
share  of  contributions  made  by  a  partnership  to  corporations  or  associations 
of  the  kind  Included  in  (a)  above  and  to  the  special  fund  for  vocational 
rehabilitation  specified  in  (&)  may  be  claimed  as  deductions  in  the  personal 
returns  of  the  partners  to  an  amount  which,  added  to  the  amount  of  such  con- 
tributions made  by  the  partner  individually,  is  not  in  excess  of  15  per  cent  of 
the  partner's  net  Income  computed  without  the  benefit  of  the  deduction  for 
such  contributions.  However,  the  contributions  made  by  the  partnership  shall 
not  be  deducted  from  its  gross  income  in  ascertaining  the  amount  of  its  net 
income  to  be  reported  on  Form  1065,  revised.     (See  art.  321.) 


(See  14-20-834;  sec.  231,  art.  519.)     Contributions  to  the  Ameri- 
can Legion. 


15-20-^56. 
T.  D.  2998. 

Article  251^f  Regulations  45  is  hereby  amended  to  read  as  follows : 


\  251.  Charitable  contributions. — Contributions  or  gifts  within  the  taxable 
year  are  deductible  to  an  aggregate  amo^int  not  in  excess  of  15  per  cent  of  the 
taxpayer's  net  Income,  Including  such  payments,  if  mnde  <a)  to  corporations  or 
afisociations  of  the  kind  exempted  from  tax  by  subdivision  <6)  of  iiection  231 
of  the  statute,  or  (6)  to  the  special  fund  for  vocational  rehabilitation  under 
the  Vocational  Rehabilitation  Act  of  June  27,  1918.  (For  a  discussion  of  what 
corporations  and  associations  are  included  within  (a)  see  art.  517.)  A  gift  to 
a  common  agency  (as  a  war  chest)  for  several  such  corporations  w  associa- 
tions is  treated  like  a  gift  direct  to  them.  In  connection  with  claims  for  this 
deduction  there  shall  be  stated  on  returns  of  Income  the  name  and  address  of 
each  organization  to  which  a  gift  was  made,  and  the  approximate  date  and 
the  amoant  of  the  gift  in  each  casa  Wliere  the  gift*  is  otho-  than  money  the 
Imsis  for  calculation  of  the  amount  of  the  gift  shall  be  the  cost  of  the  property, 
if  acquired  after  February  28,  1913,  or  its  fair  market  value  as  of  March  1, 
1913,  if  acquired  prior  thereto^  after  deductlag  from  such  cost  or  value  the 
aittount,  if  any,  whi<±  has  been  or  which  should  have  been  set  aside  and  deducted 
in  the  current  year  and  previous  years  from  gross  Income  on  account  of 
depreciation,  and  which  has  not  been  paid  out  in  making  good  the  depreciation 
sustained.  A  gift  of  real  estate  to  a  city  to  be  maintained  perpetually  as  a 
public   park  is  not  aa   allowable  deduction.     The   proportionate  share   of 
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contributions  made  by  a  partnership  to  corporations  or  associations  of  the  kind 
Included  in  (a)  above  and  to  the  special  fund  for  vocational  reliabilitation 
specified  In  (&)  may  be  claimed  as  deductions  in  the  personal  returns  of  the 
partners  to  an  amount  which,  added  to  the  amount  of  such  contributions  made 
by  the  partner  individually,  is  not  In  excess  of  15  per  cent  of  the  partner's 
net  Income  computed  without  the  benefit  of  the  deduction  for  sucli  contributions. 
However,  the  contributions  made  by  the  partnership  shall  not  be  detlucted  from 
its  gross  income  in  ascertaining  the  amount  of  its  net  income  to  be  reported 
on  Form  1065,  revised.  ( See  art.  321. )  This  article  does  not  apply  to  gifts  by 
estates  and  trusts  or  corporations.  (See  sec.  219  of  the  statute  and  arts.  561 
and  562.) 

This  decision  supersedes  Treasury  Decisions  2966  and  2977. 


16-20-863. 
O.  D.  465. 

A  contribution  of  money  toward  the  cost  of  an  article  presented  by 
the  contributors  to  a  corporation  organized  exclusively  for  educa- 
tional purposes  is  deductible  from  the  gross  income  of  the  donors 
within  the  15  per  cent  limitation  provi(fed  by  section  214(a)  11  of 
the  Revenue  Act  of  1918.  The  character  of  the  organization  receiving 
the  gift  rather  than  the  purpose  to  which  the  gift  is  put  is  the  test  of 
deductibility. 


SECTION  214(a)   12.— DEDUCTIONS  ALLOWED: 

LOSS  IN  INVENTORY, 

Section  214  (a)  12,  Article  261 :  Losses  in  3-19-19$. 

inventory  and  from  rebates.  T.  B.  R.  10. 

In  the  case  of  a  taxpayer  making  a  return  for  a  fiscal  year  begin- 
ning in  1917  and  ending  in  1918,  sections  214(a)  12  and  234(a)  14, 
relating  to  loss  in  inventory,  apply  to  the  computation  of  the  tax 
under  the  Revenue  Act  of  1916  and  the  Revenue  Act  of  1917  at  the 

1917  rates,  as  well  as  to  the  computation  under  the  act  of  1918  at  the 

1918  rates. 

-         5-19^261. 
T.  B.  R.  16. 

Goods  ordered  in  1918  and  delivered  in  1919,  where  title  has  not 
passed  until  subsequent  to  the  close  of  the  taxable  year  1918,  can 
not  be  included  in  the  1918  inventory,  and  any  loss  realized  upon  such 
transactions  are  losses  of  the  taxable  year  1919.  (Also  sec.  234, 
art.  561.) 

8-19-323. 
O.  D.  186. 

Claims  for  losses  in  inventories  of  the  taxable  year  1918  are  to 
embrace  all  items  of  the  taxpayer's  inventories,  so  that  gains  made  in 
any  sales  of  certain  items  or  classes  of  goods  will  be  used  to  offset 
losses  in  others  and  the  net  result  as  to  the  entire  inventory  deter- 
mined. If  the  final  computation  shows  a  net  gain  over  all  inventory 
items  sold,  no  claim  for  loss  in  any  particular  item  or  items  will  he 
sustained. 
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17-19-471. 
O.  D.  263. 

Shrinkage  in  inventory  values  sustained  during  1919  by  a  part- 
nership business  which  prior  to  November  4,  1918,  was  operated 
as  a  corporation  may  not  be  taken  as  a  deduction  from  the  net  income 
of  the  corporation  for  the  taxable  year  1918,  The  change  from  corpo- 
ration to  partnership  precludes  the  individual  taxpayer  from  charg- 
ing any  net  losses  against  the  former  corporation  taxpayer  as  such, 
even  though  the  individual  partners  were  stockholders  or  the  former 
corporation.    (Also  sec.  234(a)  14,  art.  561.) 


28-19-614. 
Section  214(a)  12,  Articus  262 :  Loss  from  rebates.  A.  R.  M.  4. 

Rebates  actually  paid  after  the  close  of  the  taxable  year,  other 
than  those  paid  in  pursuance  of  contracts  entered  into  auring  such 
year  upon  sales  made  during  such  year,  are  not  allowable  deductions 
under  section  214(a)  12,  Revenue  Act  of  1918. 


4-20-705. 
O.  D.  382. 

Rebates  made  during  1919  on  account  of  defective  goods  pur- 
chased in  1918  are  not  of  the  class  referred  to  in  section  214(a)  12 
or  section  234(a)  14  of  the  Revenue  Act  of  1918  and  can  not,  there- 
fore, be  included  in  a  claim  for  abatement  or  refund  filed  under  the 
provisions  of  those  sections. 


1-19-64. 
Section  214(a)  12,  Article  263 :  Loss  in  inventory.  O.  D.  47. 

In  fixing  the  cost  of  the  manufactured  articles  inventoried,  all  of 
the  costs  of  manufacture  applicable  to  the  particular  article  may 
be  taken  into  consideration,  but  no  claim  will  be  allowed  for  specu- 
lative or  anticipated  profits.  No  claim  should  be  made  for  the  loss  of 
an  anticipated  profit  on  labor  or  material  used  in  producing  the 
articles. 


12-19^W2. 
T.  B.  M.  52. 

An  inventory  lo^  can  not  be  proven  by  evidence  showing  that  a 
loss  has  been  sustained  in  respect  of  a  part  of  the  inventory,  with- 
out showing  that  the  amount  of  the  loss  for  which  the  claim  has 
been  filed  has  not  been  offset  by  profits  made  on  the  remainder  of  the 
inventory.  "  Temporary  fluctuation,"  as  used  in  the  statute,  means  a 
fluctuation  in  prices,  which  does  not  develop  into  a  steady  settled 
market.    (Also  sec.  214(a)  12,  art.  267.) 


fr-2a-717. 
O.  D.  390. 

An  established  loss  through  reduction  after  the  close  of  the  taxable 
year  1918  in  the  value  of  liquor  inventoried  at  the  close  of  that  year 


fco^  remaining  unsold  at  the  close  of  the  taxable  year  1919  constitutes 
an  allowable  deduction  under  section  214(a)  12  of  the  Revenue  Act 
of  1918.  The  lack  of  marfaet  for  and  lack  of  market  value  of  the 
liquor  must  be  -eetabrishjed. 


(See  9-20-^!^ ;  sec.  208,  art.  1582.)    Itmsskarg  TiiSne  of  stoote  <A 
liquor  t>n  hand  HJeoeDrfber  81, 1919. 


^19-194. 
Secttion  214(a)  12,  ARTrcLE  266 :  Claims.  T.  B.  R  9. 

A  taxpayer  filing  a  claim  for  abatement  for  loss  in  inventory 
«h9uld  be  required  to  base  his  claim  in  good  faith  upon  all  the  infor- 
CQfltion  available  to  ym  at  die  time  tjf  £iaAg  Us  letmai  ior  the 
taxable  y^ar  1918. 


O.  D.  1«4. 

In  case  a  taxpayer  filed  claim  for  abatement  based  on  fact  that 
he  has  sustained  substantial  loss  from  reduction  in  value  of  inven- 
tory, bond  having  been  furnished,  payment  of  second  installment 
of  tax  should  be  based  upon  the  tax  computed  on  an  amount  of 
net  income  remaining  after  dedtrction  therefrom  Amount  represented 
by  the  daim.  Abatement  daims  may  be  supplemented  by  support- 
ing data  rd-ativ^  to  inveiffcory  pending  consideration  of  c^am. 


Section  214  (a)  12,  Article  268:  Effect  of  11-19^80. 

daim  in  abatement.  O.  D.  218. 

Wtiere  a  partnership  dnsnee  to  airail  iteeif  of  tiie  p^ovisioos  of 

section  214 (a)  12,  aiifed  seotiosL  234/a)  14  of  the  BeveniK^  Act -of  1918, 
it  is  necessary  for  •each  meiaber  ox  tiae  parl»ership  to  file  a  separate 
daim  in  abatement  with  respect  to  the  tax  assessed  against  his  pro 
rata  sharte  -of  the  profits  of  the  firm.  Each  partner  will  also  be  pe- 
quired  to  furnish  a  separate  bond  in  the  xequisiite  ^moiuit  as  reqHired 
by  article  268  of  the  Regulations.    (Also  sec.  218,  art.  321.) 


21-19-525. 
T.  D.  2925. 

BOKDS  tTMmSR  S£CTIOXS   214(a)     (12),    234(a)     (14)^  AJtD    13^   OF  THE 

KEVXIKHE  AOT  OF  Id  18. 

Hie  bond  executed  on  Form  IIM,  pursuant  to  larticie  268  of  Bcot- 
lations  45,  together  with  the  abatement  claim,  shotild  be  itarwarofed 
by  the  collector  to  the  Commissaoner  of  Internal  ^ventie.  When  he 
has  approved  the  bond  he  will  cause  it  to  be  attached  to  the  abate- 
ment claim.     , 

In  case  the  claimant,  in  accordance  with  the  provisions  contained 
in  section  1320  of  the  Revenue  Act  of  1918,  elects  to  offer,  in  lieu  of 
tiie  surety  or  sureties  provided  for  on  Form  1124,  United  States  Lib- 
erty bonds  or  other  bonds  of  Uie  United  States  as  security,  he  should 
execute  in  duplicate  a  bond  and  agreement  on  Form  1124a.    The 
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original  should  aoc(Hnp«iiy  the  United  States  bonds  offered  as  secur- 
ity; the  duplicate  shoulcl  be  forwarded  by  the  collector  with  the 
abatement  claim  to  the  Commissioner.  If  such  bond  and  agreement  is 
executed  by  a  corporation  a  duly  certified  copy  of  the  resolution  of 
the  board  of  directors  authorizing  the  execution  should  be  attached. 
The  United  States  Liberty  bonds  or  other  bonds  of  the  United  States 
offered  as  security  shall  at  their  par  value  be  not  less  than  the  amount 
of  the  penal  sum  of  the  bond  executed  on  Form  1124a,  which  shall  be 
in  double  the  amount  of  the  tax  covered  by  the  abatement  claim.  The 
bonds  so  offered  as  security  must  be  delivered  to  the  Commissioner  of 
Internal  Revenue  at  the  obligor's  risk  and  expense.  Registered  bonds 
so  offered  as  security  must  be  registered  in  the  name  of  the  obligor 
and  duly  assigned  to  the  Commissioner  of  Internal  Revenue  at  or 
before  tne  date  of  deposit  with  the  commissioner. 

The  Commissioner  of  Internal  Revenue  will  issue  a  receipt  in  dupli- 
cate for  United  States  bonds  so  deposited  with  him  as  security,  the 
original  of  the  receipt  to  be  given  to  the  obligor  and  the  duplicate  to 
be  retained  bv  the  commissioner  for  his  files. 

Bonds  of  the  United  States  shall  be  returned  to  the  obligor  as  soon 
as  the  security  for  the  performance  of  such  penal  bond  is  no  longer 
necessary.    (Aiso  sec.  1320.) 


SECTION  215.— ITEMS  NOT  DEDUCTIBLE. 

Section  215(a),  Article  291:   Personal   and  20-19-507. 

family  expenses.  O.  D.  275. 

Sums  paid  to  a  wife  under  terms  of  a  marriage  agreement  are 
considered  payments  in  discharge  of  a  pjersonal  obligation  of  the 
husband  and  are  not  deductible  in  computing  his  net  income  subject 
to  tax. 

^20-730. 
O.  D.  399. 

A  trust  fund  was  created  by  a  divorced  husband  to  continue  during 
the  life  of  his  former  wife  as  a  guaranty  of  payment  to  her  of  a 
stipulated  amount  in  lieu  of  alimony,  any  income  in  excess  of  the 
stipulated  amount  to  be  paid  to  him  and  the  principal  to  revert  to 
him  upon  her  death. 

Held,  that  the  principal  of  the  trust  is  a  part  of  his  estate ;  that  he 
is  the  real  beneficiary  of  the  trust ;  and  that  the  entire  income  from 
the  trust  fund  must  be  included  in  his  return  of  income. 


Section  215,  Akticle  292:  Traveling  expenses. 

(See  8-19-317 ;  sec.  214(a)  1,  art.  101.)   Cost  of  transportation  paid 
by  salaried  employee  going  to  and  from  business. 


15-20-848. 
O.  D.  451. 

Where  an  employee  is  required  by  the  terms  and  conditions  of  a 
contract  of  employment,  to  travel  from  one  country  to  another  and 
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no  allowance  is  made  to  reimburse  him  for  such  expenditure,  his 
traveling  expenses  (not  including  cost  of  meals  and  lodging)  are  an 
allowable  deduction  as  a  business  expense,  in  accordance  with  the 
provisions  of  section  214(a)  1.  Where  a  man  makes  a  contract  of 
employment  with  an  employer  in  this  country,  and  upon  completion 
of  sucn  contract  he  makes  a  second  contract  with  another  employer 
in  a  foreign  country,  without  allowance  for  travel  expenses,  the 
expenditure  incurred  in  reaching  such  place  of  employment  can  not 
be  considered  as  an  expense  incurred  m  furtherance  of  a  trade  or 
business,  but  rather  as  an  expenditure  to  fulfill  a  condition  precedent 
to  such  employment  in  a  trade  or  business  and  is  therefore  regarded 
as  a  personal  expense  and  not  deductible.  The  test  is  whether  an 
expense  is  incurred  primarily  because  of  business  as  the  immediate 
cause  inducing  the  expenditure. 


Section  215,  Articmj  293:  Capital  16-20-849. 

expenditures.  O.  D.  452. 

State  bar  examination  fees  and  traveling  expenses  incurred  and 
paid  by  a  lawyer  in  securing  admission  to  practice  his  profession  are 
in  the  nature  of  capital  expenditures  and  may  not  be  deducted  from 
gross  income.     (Also  sec.  214(a)  1,  art.  104.) 


17-20-885. 
O.  D.  473. 

Seats  on  various  exchanges  were  purchased  by  a  partnership  from 
partnership  funds.  Since  the  rules  of  the  exchanges  permit  only 
individuals  to  hold  seats,  the  seats  were  issued  in  the  names  of  the 
members  of  the  partnersnip.  The  holders  of  the  seats  buy  and  sell 
on  the  exchanges  for  themselves  as  well  as  for  the  account  of  other 
persons.  When  the  seats  were  purchased,  the  amount  expended 
was  charged  to  "membership  account"  and  carried  as  capital 
expenditure  in  the  partnership  books.  The  partnership  agreement 
contains  no  provision  as  to  the  disposition  of  the  seats  upon 
termination  or  the  partnership.  It  is  stated  that  the  partnership  has 
no  right,  claim,  or  title  to  the  seats  and  that  they  represent  nothing 
tangible  or  of  any  value  to  the  partnership. 

Held  that  the  amounts  so  expended  by  the  partnership  for  seata 
on  exchanges  for  its  members  are  investments  of  capital  and  not 
deductible  from  gross  income  of  the  partnership  as  business  expenses. 
(Also  sec.  214(a),  art.  101.) 


Section  216,  Article  294:  Premiums  1-19-65. 

on  business  insurance.  .         •      O.  D.  48. 

Where  an  insurance  policy  is  taken  out  by  a  wife  on  the  life 
of  her  husband  and  she  pays  the  premiums  thereon  and  becomes  the 
beneficiary  in  the  event  of  the  husband's  death,  the  amount  of  such 
premiums  may  not  be  deducted. 
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13-19-422. 
O.  D.  243. 

Premiums  paid  by  a  partnership  for  accident  and  health  insur- 
ance policies  covering  the  lives  of  the  individual  partners  are  not 
deductible  from  gross  income  of  the  partnership. 


(See  12-20-793;  sec.  213(b),  art  71.)  Premiums  paid  by  employer 
on  group  life  insurance  covering  lives  of  employees,  deductible  as 
ordinary  and  necessary  expenses. 


SECTION  216.— CREDITS  ALLOWED. 

Section  216,  Abticle  301 :  Credits  against  net  5-19-252. 

income.  T.  B.  M.  21. 

Any  amount,  however  large,  received  as  dividends  from  a  foreign 
corporation  taxable  upon  income  derived  from  sources  within  the 
United  States,  however  small  such  income  may  be,  is  exempt  from 
the  normal  tax  under  section  216(a),  or,  in  case  tne  recipient  is  a 
corporation,  under  section  234 (a) 6.    Also  sec.  234,  art.  561.) 


,     (See  28-19-612;  sec.  213(b),  art.  84.)     Dividends  from  corpora- 
tions having  income  exempt  under  sec.  213(b)  7. 


4-20-706. 
O.  D.  383. 

Individuals  are  entitled  to  a  credit  for  the  purposes  of  the  normal 
tax,  of  dividends,  regardless  of  the  amount  of  such  dividends,  re- 
ceived from  a  foreign  corporation  taxable  upon  income  from  sources 
within  the  United  States,  irrespective  of  the  amount  of  such  income. 
This  applies  equally  to  the  Revenue  Acts  of  1916,  1917,  and  1918. 
The  same  credit  is  allowed  to  corporations  under  the  Revenue  Act  of 
1917,  for  the  purpose  of  the  4  per  cent  war  income  tax  imposed  by 
section  4  of  that  Act,  but  not  for  the  purpose  of  the  2  per  cent  tax 
imposed  by  section  10(a),  Revenue  Act  of  1916  as  amended  by  the 
Revenue  Act  of  1917.    (Also  sec.  236,  art.  591.) 


Section  216,  Article  302 :  Personal  exemption 
of  head  of  family. 

(See  3-19-184;  sec.  213(b)  art.  86.)  Exemption  for  men  in  mili- 
tary service. 

13-20-809. 
O,  D.  422. 

A  widower  who  maintains  a  home  and  supports  his  daughter  therein 
is  held  to  be  "  head  of  a  family  "  notwithstanding  that  the  daughter  is 
over  18  years  of  age,  receives  nominal  income  from  other  sources,  and 
is  neither  physically  nor  mentally  incapable  of  self-support. 
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17-20-886. 
O.  D.  474. 

A  widow  has  a  child  over  18  years  of  age  who  is  away  from  home 
attending  school.  The  child  has  separate  income  in  excess  of  $1,000 
a  year  but  insufficient  to  pay  half  the  cost  of  its  support,  the  balance 
being  contributed  by  the  mother,  who  maintains  the  home.  The 
child  made  an  income-tax  return  claiming  an  exemption  of  $1,000. 
The  widow  is  considered  '* head  of  a  family"  within  the  meaning 
of  section  216(c),  Revenue  Act  of  1918,  and  is  entitled  to  a  personal 
exemption  of  $2,000  in  making  her  return.  The  fact  that  a  child 
under  such  circumstances  has  separate  income  or  receives  support 
from  other  sources  does  not  preclude  the  parent  from  claiming  ex- 
emption as  "  head  of  a  family "  provided  the  child  is  in  a  material 
degree  dependent  on  the  parent  for  support. 


Section  216,  Artious  803 :  Personal  exemption  1-30-657. 

of  married  person.  O.D.35T. 

Unavoidable  absence  of  a  wife,  due  to  the  "  World  War,'*  will  not 
preclude  a  husband  from  claiming  the  joint  personal  exemption  of 
$2,000. 

Section  216,  Article  304 :  Credit  for  4r-l&-220. 

dependents.  O.  D.  139. 

An  American  citizen  may  claim  the  credit  for  dependents  irre- 
spective of  the  nationality  or  place  of  residence  of  the  dependents. 


Section  216,  Article  306 :  Credits  to  nonresi-  1-19-66. 

dent  alien  individuals.  0. 785. 

Where  a  nonresident  alien  taxpayer  becomes  a  citizen  or  resi- 
dent of  the  United  States  during  the  taxable  year,  he  is  taxable  for 
the  entire  year  upon  income  deri\'ed  from  all  sources.  Law  Opinion 
752  revoked. 


Section  216,  Article  307:  Wlien  nonresident  2-1&-153. 

alien  individual  entitled  to  personal  exemption.  S.  969. 

Where  a  country  imposes  an  income  tax  but  does  not  levy  a  tax  on 
income  drived  from  sources  therein  by  citizens  of  the  United  States, 
a  citizen  of  such  country  who  is  a  nonresident  of  the  United  States 
is  entitled  to  claim  the  credits  provided  for  in  paragraphs  (c)  and 
(d)  of  section  216  of  the  Revenue  Act  of  1918  in  preparing  a  return 
of  income  derived  from  sources  within  the  United  States. 


2-19-154. 
O.  D.  105. 

An  alien  leaving  the  United  States  prior  to  end  of  a  taxable  year, 
if  entitled  to  any  personal  exemption,  may  claim  the  full  amount  of 
such  exemption  for  the  entire  taxable  year. 
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15-19-446. 
O.  D.  253. 

fo  order  that  a  aanresident  aliea  maj  prove  th^t  his  country  satis- 
fies the  similar  credit  requir^oieoLt  of  the  income  tax  law,  he  should 
submit  to  tlieCoianussioner  a  copy  of  the  iacome  tax  laws  of  his  native 
country,  or  aa  official  coiaHiunicaiion  from  an  accredited  diplomatic 
represefitative  of  such  couiitry^  lowing  that  the  cauutry  imposes  no 
income  tax,  or  in  doing  so  grants  similar  credits  required  by  statute. 


20-19-508. 
T.  D.  2»22. 

The  final  edition  of  Regulations  45  is  amended.by  dianging  article 
307  to  read  as  follows : 

Abt.  9ffJ.  When  nonresident  alien  individual  entitled  to  personal  exemption, — 
(o)  Tke  Xollowing  Is  an  incomplete  list  of  countries  which  either  impose  no 
iii^come  tax  or  in  imposing  an  income  tax  allow  both  a  personal  exemption  and 
a  credit  tw  dependents  i^idi  «ati;sfsr  t^  similar  credit  requirement  of  the 
statute:  A]*gt9itiiia«  BeH^wa,  Bobemia,  BoUviiu  Bosnia,  Brazil,  Bukowina,  Oaa- 
«da«  OarlBtliia,  Garniola,  China,  Chile,  Cuba«  Dalmatia,  Denmark,  Ecuador, 
Eg^'pt,  France,  Galicia,  Goritz,  Gradisca«  Herzegovina,  Istria,  Lower  Austria, 
Mexico,  Mcmtenegro,  Mora\-ta,  Morocco,  Newfoundland,  Nlcai-agua,  Norway, 
Panama,  Paraguay,  Persia,  Peru,  Portugal,  Roumania,  Russia  <lncltKling  Poles 
owing  alliance  to  Russia),  Salzburg,  Santo  Domingo,  Serbia,  Slam,  Silesia, 
Styria,  Spain,  Trieste,  Tyrol,  Upper  Austria,  Union  of  South  Africa,  Venezuela. 
ib)  The  following  is  an  Incomplete  list  of  countries  which  in  imposing  an 
Inconae  tax  allow  a  personal  exemption  which  satisfies  the  similar  credit  require- 
ment of  the  statute,  but  do  not  allow  a  credit  for  dependents :  Bachka,  Banat 
of  Temesvar,  Croatia,  Salvador,  India,  Italy,  Slavonia,  Slovakia,  Transylvania. 
(c)  "Tlie  following  is  an  incomplete  list  of  coam tries  which  In  Imposing  an  income 
tax  do  not  allow  to  cltiisens  of  the  United  States  not  residing  in  such  country 
eltbetr  a  personal  exemption  or  a  credit  for  dependents  and,  therefore,  fail 
entirHy  to  «atial^  tiie  ^isllar  credit  requirement  ef  the  statute:  Australia, 
CosTta  Rica,  Great  Britaia  and  Irelan<l,  Japan,  the  Netherlands,  New  Zealand, 
Sweden.  The  former  names  of  certain  of  these  territories  are  here  used  for 
conT'enlence,  In  spite  of  an  actual  or  x>ossible  change  in  narae  -or  sovereignty, 
A  nonresident  aTievi  tadlvidual  wlio  is  a  cMxen  or  isabjeot  of  any  country  In  the 
first  list  is  entitled  for  tiie  purpose  of  t3ie  normal  tax  to  such  credit  for  a  j*&> 
soaal  exempktk)Q  and  for  -dependents  as  his  family  status  may  warrant.  If  he  Is 
a  citiacn  or  subject  of  aqy  country  In  the  second  list  he  Is  entitled  to  a  credit 
for  personal  exemption,  but  to  none  for  dependents.  If  he  is  a  cltlssen  or 
subject  of  any  country  in  the  third  list  be  is  not  entitled  to  cretiit  for  either 
a  pt»rsonal  exemption  or  for  dependents.  If  he  Is  a  citizen  or  subject  of  a  coun- 
try which  is  in  none  of  the  lists,  then  to  secure  credit  for  either  a  personal 
exemption  or  for  dependents  he  must  prove  to  the  satisfaction  of  the  Commis- 
s»ionpr  that  his  country  does  not  Impose  an  income  tax  or  that  in  imposing  an 
^come  tax  it  grants  the  similar  credit  required  by  the  statute. 


20-l«^510. 
O,  D.  277. 

Under  royal  decree  promulgated  by  the  Greek  Government  Jan- 
uary 21,  1919,  no  discrimination  is  made  against  American  citizens, 
re^<lent  or  nonresident,  consequently  subjects  of  that  country  who 
are  nonresident  aliens  as  to  the  United  States  will  be  allowed  the 
benefit  of  personal  exemption  and  credits  for  dependents  in  com- 
puting their  income-tax  liabilities  to  tfae  United  States. 
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24-19-^67. 
O.  D.  300. 

Since  the  royal  decree  of  the  Greek  Government  allowing  similar 
(exemption  to  American  citizens  was  not  promulgated  until  January 
21,  1919,  the  benefit  of  personal  exemption  and  credits  is,  therefore, 
only  extended  to  subjects  of  Greece  who  are  nonresident  aliens  as  to 
the  United  States  for  the  taxable  year  1919  and  subsequent  years. 


24-19-568. 
O.  D.  301. 

Article  307  applies  only  to  1918  and  subsequent  years  and  has  no 
application  to  the  income  tax  of  nonresident  aliens  for  the  year  1917. 


27-19-603. 
O.  D.  322. 

Subjects  of  Luxemburg  who  are  nonresident  aliens  as  to  the  United 
States  may  claim  the  benefit  of  personal  exemption  and  credit  for 
dependents  in  computing  income  tax  liability  to  the  United  States^ 
since  Luxemburg  imposes  an  income  tax  but  allows  similar  credits  to 
nonresident  aliens. 


30-19-642 
O.  D.  346 

The  right  of  a  nonresident  alien  as  to  the  United  States  to  per- 
sonal exemption  and  credit  for  dependents  is  continent  primarily 
on  his  citizenship.  For  example,  a  native-born  Russian,  especially 
one  who  has  been  living  in  the  United  States  for  a  number  of  years, 
would  still  be  regarded  by  this  country  as  a  citizen  of  Russia.  This 
is  rebuttable,  however,  by  evidence  of  citizenship  in  Poland ;  and  if 
an  individual  has  in  fact  become  a  citizen  of  the  new  State,  inas- 
much as  Poland  is  not  included  in  the  countries  enumerated  in 
Treasury  Decision  2922,  it  will  be  necessary  for  him  to  comply  with 
the  requirements  of  the  last  sentence  of  that  decision,  in  order  to 
secure  the  benefit  of  the  exemptions  provided. 


81-19-648. 

O.  D.  350* 
Switzerland  imposed  no  income  tax  for  the  years  1918  and  1919. 
Citizens  of  Switzerland  who  are  nonresident  aliens  as  to  the  United 
States  will  be  permitted  to  claim  the  personal  exemption  and  credit 
for  dependents  provided  in  section  216,  Revenue  Act  of  1918,  in 
computing  their  income  tax  liability  to  the  United  States  for  those 
years. 

2-20-675 
O.  D.  364. 

Under  the  income-tax  law  of  Porto  Rico  which  became  effective 
June  26,  1919,  citizens  of  the  United  States  who  are  nonresidents  as 
to  Porto  Rico  are  allowed  the  same  personal  exemption  and  credit 
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for  dependents  which  are  allowed  to  citizens  and  residents  of  Porto 
Rico. 

Citizens  of  Porto  Rico  who  are  treated  as  nonresident  aliens  as  to 
the  United  States  for  income  tax  purposes  may  claim  the  benefit  of 
personal  exemption  and  credit  for  dependents  in  computing  income- 
tax  liability  to  the  United  States  for  1918  and  subsequent  years. 


5-20-718. 
O.  D.  391. 
The  provisions  in  T.  D.  2d22  granting  personal  exemption  and 
credit  ft)r  dependents  to  citizens  and  subjects  of  the  countries  enu- 
merated in  classes  (a)  and  (6),  article  307,  Reflations  45,  ai^  retro- 
active and  are  applicable  to  the  year  1918  as  well  as  1919,  except  where 
the  classification  of  a  country  has  been  changed  because  of  a  change 
in  the  law  of  such  country.  In  cases  where  excess  income  tax  has 
been  paid  for  the  year  1918,  due  to  the  official  data  not  having  been 
received  at  this  office  in  regard  to  personal  exemption,  claims  for 
refund  on  Form  No.  46  should  be  filed  with  the  collector  of  internal 
revenue  to  whom  the  income  tax  was  paid. 


7-20-741. 
T.  D.  2970. 

The  final  edition  of  Regulations  45  is  amended  by  changing  article 
307  to  read  as  follows : 

Abt.  807.  When  nonresident  alien  indiiHdual  entitled  to  personal  exemption, — 
(a)  The  following  Is  an  Incomplete  list  of  countries  which  either  Impose  no  in- 
come tax  or  in  imposing  an  income  tax  allow  both  a  personal  exemption  and  a 
credit  for  dependents  which  satisfy  the  similar  credit  requirement  of  the 
statute:  Argentina,  Belgium,  Bolivia,  Bosnia,  Brazil,  Bukowina,  Canada, 
Carinthia,  Oarniola,  China,  Chile,  Cuba,  Czechoslovakia  (including  Bohemia, 
Moravia,  and  Slovakia),  Dalmatla,  Denmark,  Ecuador,  Egypt,  France,  Galicia, 
Goritz,  Gradisca,  Greece,  Guatemala,  Herzegovina,  Istria,  Lower  Austria, 
Luxemburg,  Mexico,  Montenegro,  Morocco,  Newfoundland,  Nicaragua,  Norway, 
Panama,  Paraguay,  Persia,  Peru,  Portugal,  Houmania,  Russia  (including  Poles 
owing  allegiance  to  Russia),  Salzburg,  Santo  Domingo,  Serbia,  Siam,  Silesia, 
Styrla,  Spain,  Switzerland,  Trieste,  Tyrol,  Upper  Austria,  Union  of  South  Africa, 
Venezuela.  (&)  The  following  is  an  Incomplete  list  of  countries  which  in  im- 
posing an  income  tax  allow  a  personal  exemption  which  satisfies  the  similar 
credit  requirement  of  the  statute,  but  do  not  allow  a  credit  for  dependents: 
Bachka,  Banat  of  Temesvar,  Croatia,  Finland,  India,  Italy,  Salvador,  Slavonia, 
Transylvania,  (c)  The  following  is  an  incomplete  list  of  countries  which  In 
imposing  an  income  tax  do  not  allow  to  citizens  of  the  United  States  not  residing 
in  such  country  either  a  personal  exemption  or  a  credit  for  dependents,  and 
therefore  fall  entirely  to  satisfy  the  similar  credit  requirement  of  the  statute: 
Australia,  Costa  Rica,  Great  Britain  and  Ireland,  Japan,  the  Netherlands,  New 
Zealand,  Sweden.  The  former  names  of  certain  of  these  territories  are  here 
used  for  convenience,  in  spite  of  an  actual  or  possible  change  in  name  or 
sovereignty.  A  nonresident  alien  individual  who  is  a  citizen  or  subject  of  any 
country  in  the  first  list  is  entitled  for  the  purpose  of  the  normal  tax  to  such 
credit  for  a  personal  exemption  and  for  dependents  as  his  family  status  may  war- 
rant. If  he  Is  a  citizen  or  subject  of  any  country  in  the  second  list  he  Is  en- 
titled to  a  credit  for  personal  exemption,  but  to  none  for  dependents.  If  he  Is 
a  citizen  or  subject  of  any  country  In  the  third  list  he  Is  not  entitled  to  credit 
for  either  a  personal  exemption  or  for  dependents.  If  he  is  a  citizen  or  subject 
of  a  country  which  Is  in  none  of  the  lists,  then  to  secure  cre<lit  for  either  a 
personal  exemption  or  for  dependents  he  must  prove  to  the  satisfaction  of  the 
Commissioner  that  his  country  does  not  Impose  an  Income  tax  or  that  in  Im- 
posing an  Income  tax  it  grants  the  similar  credit  required  by  the  statute. 
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14-20-831. 
O.  D.  437. 

The  British  C!olony  of  Bennudm  imposes  no  income  tax.  Therefore 
citizens  or  subjects  of  Bermuda  who  are  nonresident  aliens  as  to  the 
United  States  may  claim  the  benefit  of  the  personal  exemption  and 
credit  for  dependents  in  computing  their  income  tax  liability  to  the 
United  States. 


1&-20-864. 
O.  D.  466. 

As  the  Government  of  the  Bahama  Islands  imposes  no  income  tax, 
citizens  or  subjects  of  that  British  colony  who  are  nonresident  aliens 
as  to  tlie  United  States  may  claim  the  benefit  of  the  personal  exemp- 
tion and  credit  for  dependents  in  computing  their  income-tax  liability 
to  the  United  States. 


SECTION  217.— NONRESIDENT  ALIENS:  ALLOWANCE 

OF  DEDUCTIONS  AND  CREDITS, 

Section  217,  Article  312 :  Who  is  a  nonresi-  3-19-175. 

dent  alien  individual,  O.  D.  117. 

A  nonresident  alien  who  has  served  in  the  United  States  Army 
for  a  period  of  one  year  is  considered  a  resident  of  the  United  States 
for  income  tax  purposes  and  is  entitled  to  the  same  credits  as  to 
exemption  as  a  citizen  of  the  United  States. 


9-19-^2. 
O.  D.  197. 

If  an  alien  has  been  residing  in  the  United  States  for  as  much 
as  one  year  there  is  a  presumption  tJxat  auch  alien  is  a  resident  of  the 
United  States  and  this  presumption  will  be  indulged  for  purposes  of 
income  taxes  in  the  absence  of  known  facts  showing  that  the  alien  is, 
in  fact,  a  transient.  A  year's  presence  in  the  United  States  by  aii 
alien  does  not,  however,  establish  residence  beyond  a  doubt.  It 
merely  raises  a  presumption  of  residence  which  mav  be  rebutted  by 
any  proper  evioence  showing  that  the  alien  is,  in  tact,  a  transient; 
that  IS,  a  nonresident. 


9-19-^3. 
O.  D.  198. 

The  members  of  families  of  foreign  ambassadors  and  ministers 
occupy  the  status  of  nonresident  aliens  for  income  tax  purposes. 


14-20-832. 
O.  D.  488. 

As  exemption  from  military  service  under  the  Selective  Service  Act 
did  not  depend  on  whether  the  alien  was  a  resident  or  a  nonresident 
as  those  terms  are  used  in  the  income  tax  acts  and  re^ilations,  the 
fact  that  an  alien  was  placed  in  class  5  under  the  provisions  of  that 
act  has  no  direct  bearing  on  his  status  for  income  tax  purposes. 
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However,  if  tbe  re^straiit  in  his  affidavit  claimij^  exemption  from 
military  servioe  or  m  any  other  affidavit  has  made  tiny  statement  as 
to  his  intention  to  remain  in  tlie  X^nited  States,  such  statement  should 
be  given  due  weight  in  determining  his  classification  as  a  resident  or 
nonresident  for  income  tax  purposes. 


<See  1^20-^67;  sec.  ^50,  art.  lOlS.)     Status  of  idien  leaving  the 
Gmted  Btiftes  during  taxable  period. 


Section  217,  Article  312(a):  Alien  seamen:  8-19-324. 

when  to  be  regarded  as  residents.  T.  D.  2869(2) . 

T,  D.  2869  adds  article  312(a)  to  Regulations  45,  as  follows : 

Abt.  312a.  AHen  seamen,  when  to  be  regarded  as  residents. — ^In  order  to 
determine  whether  an  aUen  Beaman  is  a  resident  withlu  the  meaning  of  the 
Income-tas:  law,  it  Is  necesaary  to  decide  whetlier  the  preHuniptt«n  of  non- 
i«Bidence  is  overcmae  Vy  fSLCts  ebowhig  that  he  'has  «fttabliahed  a  vesidence 
in  t^e  teirritQrial  United  States,  which  consists  of  the  States,  the  District  of 
Columbia,  and  the  Territories  of  Hawaii  saxd  Alaska,  and  excludes  :Other  places. 
Besidence  may  be  estabUshed  on  a  vessel  regularly  engaged  in  coastwise  trade, 
but  the  mere  fact  that  a  sailor  makes  his  home  on  a  vessel  flying  the  United 
States  flag  and  engaged  in  foreign  trade  is  not  scrffident  to  establish  residence 
in  the  United  States,  even  though  the  vessel,  while  carrying  on  foreign  trade, 
touches  at  American  porta  An  alien  seaman  may  acquire  an  actual  residence 
tn  the  territorial  United  States,  within  the  rules  laid  down  in  article  312, 
although  t3ie  nature  of  his  calling  requires  him  to  be  absent  from  the  place 
«¥bere  his  residence  is  established  for  «  long  period.  An  alien  seaman  may 
acquire  such  a  residence  at  a  sailor's  boarding  house  or  hotel,  but  such  a  claim 
should  be  carefully  scrutinized  in  order  to  make  sure  that  'sndi  residence  Is 
^cma  llde.  Tiie  Iffllng  of  Form  1078,  revised,  -cr  taking  oat  first  citi^enshli) 
IMipers,  is  proof  of  residence  in  the  United  States  from  ISie  time  the  f<»nn  in 
filed  €»r  the  papens  taken  out,  untess  j*ebtttted  b^  other  evidence  showing  an 
intention  to  be  a  transient  The  fact  that  a  head  tax  has  been  paid  on  behalf 
of  an  alien  seaman  entering  -ttie  United  States  is  no  evidence  that  he  has 
acquired  residence,  because  the  head  tax  is  payable  unless  the  alien  w^ho  is 
entering  the  country  is  merely  In  transit  through  the  country.  An  alien  may 
remain  a  nonresident  although  he  is  not  in  transit  through  the  country.  (As  to 
when  the  wages  of  alien  seamen  are  subject  to  taXt  see  art.  92a.) 


2G-19-591. 
O.  D.  315. 

The  term  "foreign  trade,''  as  used  in  Treasury  Decision  2869, 
includes  the  transportation  upon  the  high  seas  of  passengers  and 
freight  between  the  United  l^ates  and  foreign  countries. 


Secttion  217,  Article  313:  Proof  of  residence  6-20-781. 

of  alien.  O.  D.  400. 

Aliens  who  have  establislicd  a  residence  in  the  Ignited  States  with 
the  intention  of  making  this  country  their  home  and  who  have  done 
Bothingto  indicate  that  they  have  planned  to  give  up  their  residence 
in  theXJnited  States,  are  considered  resident  aliens  for  income  tax 
purposes.  The  fact  that  (lermans  who  were  resident  aliens  of  the 
vnited  States  prior  to  the  war  with  Germany  were  registered  as  alien 
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enemies  will  not  deprive  them  of  their  status  as  residents  for  income 
tax  purposes  if  the  conduct,  acts,  and  declarations  of  the  aliens  indi- 
cate their  intention  to  maintain  their  status  as  residents. 


Section  217,  Article  315 :  Duty  of  employer  to  1-19-68. 

determine  status  of  alien  employee.  O.  D,  50, 

If  an  officer  qualified  to  administer  oaths  is  not  reasonably  accessible. 
Form  1078  will  be  accepted  if  signed  in  the  presence  of  an  official  ot 
the  employer  company  under  whose  supervision  the  employee's  duties 
are  performed,  and  one  other  credible  witness. 


3-19-195. 
O.  D.  127, 

The  pay  rolls  of  an  employer  may  be  accepted  as  written  evidence 
of  an  employee's  continuous  residence  in  the  United  States,  thereby 
establishing  his  status  as  a  resident  alien^  unless  the  employer  knows 
that  the  employee  does  not  intend  to  remaia  here  permanently.  When 
an  employer  determines  that  his  employee  is  a  resident  alien^  such 
employee  is  not  required  to  file  a  personal  return,  unless  his  net 
income  amounts  to  or  exceeds  $1,000  or  $2,000  as  in  the  case  of  citi- 
zens of  the  United  States. 


3-19-196. 
O.  D.  128. 

If  a  bona  fide  declaration  on  Form  1078  or  its  equivalent  is  filed 
by  an  alien  with  his  employer  on  or  before  the  last  day  of  the  taxable 
year  of  the  alien,  the  employer  may  refund  the  entire  amount  of  tax 
withheld  during  the  year  prior  to  the  filing  of  such  declaration,  and 
the  employee  will  then  be  liable  for  the  entire  tax  due  upon  his  net 
income  for  such  period.    (Also  sec.  221,  art,  372.) 


(See  7-19-298;  sec.  221,  art.  361.)  Claim  for  personal  exemption 
by  nonresident  alien. 

15-19-447. 
O.  D.  254. 

The  fact  that  an  alien  has  been  employed  by  a  resident  corpora- 
tion for  at  least  three  months  is  not  ipso  facto  sufficient  to  permit  the 
employer  to  refund  the  amount  of  any  tax  withheld.  Forms  1115 
and  1078  should  be  filed  by  resident  or  nonresident  aliens  in  order 
to  secure  refund. 


24-19-569. 
O.  D.  302. 

Any  income  tax  withheld  during  the  calendar  year  from  the  wages 
paid  to  an  alien  employee,  which  has  not  been  paid  over  to  the  Gov- 
ernment, should  be  refunded  to  such  alien  employee  upon  the  estab- 
lishment of  residence  by  the  execution  and  filing  of  Form  1078  with 
his  employer.  As  a  condition  precedent,  the  employer  should  require 
the  employee  to  return  the  receipts  showing  the  amount  of  tax 
previously  withheld  before  making  the  refund. 
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SECTION  218.— PARTNERSHIPS  AND  PERSONAL 

SERVICE  CORPORATIONS. 

Segtiok  218,  AjmcLE  321 :  Partnerships. 

(See  6-ld-270;  sec.  213,  art.  72.)  Partnership  beneficiary  of  life 
insurance  policy. 

7-19-294. 
T.  D.  2858. 

TAXABILITY  OF  INCOME  DEKIVED  FROM  OR  THROUGH  PARTNERSHIP, 

A  member  of  a  partnership  need  not  include  as  a  part  of  his  net 
income  subject  to  normal  tax  such  of  his  income  derived  from  or 
through  a  partnership  as  has  been  received  by  the  partnership  in 
the  shape  or  dividends  on  stocks  owned  by  it  in  corporations  taxable 
upon  their  net  income. 

The  law  is  so  framed  as  to  deal  with  the  gains  and  profits  of  a 
partnership  as  if  they  were  the  gains  and  profits  of  the  individual 
partners. 

(See  11-19-880;  see.  214(a)  12^  art.  268.)  Claim  in  abatement  by 
partnership  on  account  of  loss  in  mventory. 


25-19-686. 
O.  D.  311. 

A  foreign  partnership  is  liable  for  tax  under  the  1917  Act  on 
the  entire  amount  of  profit  derived  from  the  sale  of  goods  through 
its  branch  office  or  through  its  agencies  in  the  United  States.  The 
basis  of  computation  of  profits  should  be  the  difference  between  the 
cost  of  the  goods  sold  through  its  branch  office  or  agent  in  the  United 
States  and  the  price  received  therefor  and  not  merely  the  amount 
disclosed  by  the  books  of  the  branch  office  in  the  United  States. 


(See  8-20-760;  sec.  386,  art.  951.)  Computation  of  income  subject 
to  excess-profits  tax  under  the  Revenue  Act  of  1917  in  the  case  of  a 
partnership  having  a  fiscal  year  ended  in  1917. 


(See  12-20-794;  sec.   301,   art.  711.)     Taxability  under  Revenue 
Act  of  1917  of  partnership  which  was  dissolved  in  July,  1917. 


(See  14-20-820;  sec.  1,  art.  1507.)    Definition  of  partnership. 


Section  218,  Articlb  322 :  Distributive  shares 
of  partners. 

(See  3-19-182 ;  sec.  213 (b) ,  art.  86.)    Member  of  partnership,  turn- 
ing over  to  partnership  compensation  received  by  him  for  services  in 
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the  military  forces  of  United  States,  may  in  Feporticng  his  distribu- 
tive share  of  the  partner^iip^s  income  exclade  an  amount  equal  to 
the  sum  received  for  military  services  turned  over  to  the  partnership/ 


a-i»-i9r. 

O.  816. 

Where  a  fiscal  year  of  a  partnership  has  once  been  established 
neither  the  partnership  nor  its  members  will  be  permitted  to  make 
returns  covering  a  period  of  more  than  12  months. 

Where  a  partnership  distributes  any  part  of  its  assets  in  kind, 
and  a  partner,  in  lieu  of  an  undivided  fractional  interest  in  the 
whole,  receives  a  full  interest  in  a  certain  part  of  the  assets  dis- 
tributed, such  a  change  in  interest  does  not  constitute  a  closed  trans- 
action reflecting  gain  or  loss. 

A  gain  derived  or  a  loss  sustained  by  a  partner  by  reason  of  the 
sale  or  other  disposition  of  assets  distributed  in  kind  by  the  part- 
nership before  the  end  of  its  taxable  year  should  be  returned  by  the 
individual  partner  for  the  taxable  year  in  which  such  gain  was  ac- 
tually derived  or  the  loss  actually  sustained,  and  the  basis  of  com- 
puting such  gain  or  loss  is  the  difference  between  the  cost  of  the 
assets  to  the  partner^ip  and  the  prioe  or  value  realized  when  sold 
or  otherwise  disposed  ot  by  the  partners. 

The  distributive  share  of  the  individual  partners,  whether  dis- 
tributed or  not,  of  the  net  income  of  the  partnership  for  its  taxable 
year,  and  any  gains  or  profits  distributed  by  the  partnership  prior 
to  the  close  of  its  taxable  year,  should  be  returned  as  income  for 
that  taxable  year  of  the  partners  within  which  such  taxable  year 
of  the  partnership  ends. 


4r-19-221. 
O.  D.  14(1. 

Income  from  a  particular  soiirce  can  not  be  allocated  to  one  partner 
of  a  partnership  for  income  tax  purposes,  but  must  be  divided  pro 
rata  among  the  several  partners. 


8-19-^25. 
O.  D.  187. 

In  case  two  distinct  partnerships  entered  into  single  venture 
under  agreement  to  terminate  in  two  jears  no  part  of  profit  to  be  di>- 
tributable  or  drawings  allowed  during  that  period  and  any  profit 
to  be  held  intact  until  latter  part  of  1919,  amount  of  profit  realized 
and  determinable  each  taxable  year  should  be  reported  proportion- 
ately in  respective  returns  of  partnerships  regardless  of  agreement. 
Individual  members  of  each  partnership  subject  to  tax  upon  pro 
rata  share  of  profit,  even  though  actual  distribution  is  postponed 
until  termination  of  agreement. 


(See  10-19-354;  sec.  202,  art.  15T0,)     Distribution  of  profits  in 
securities  at  less  than  cost  to  partnership. 
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(See  2()-l&-^K)S;  sec.  21S,  art.  54.)     Assignment  of  partnership 
][>rofits  to  be  earned  in  the  future. 


25^-19-536. 
T.  B.  R.  64. 

An  individual  partner  must  report  for  taxation  as  income  of 
the  year  in  which  the  partnershij)  profits  were  accumulated  his  dis- 
tributive share  of  such  partnership  net  profits,  whether  distributed 
or  otherwise,  except  that  where  the  accounting  pjeriod  of  the  part- 
nershi})  and  the  individual  partner  do  not  coincide^  the  individual 
partner  shall  include  in  his  net  income  his  distributive  share  of  the 
partnership  net  profits  determined  at  the  close  of  any  accounting 
period  ending  during  his  taxable  year. 


1-20-658. 
0. 972. 

IXOOMB  tax:  SBCnON  8  (e>,  RBVUmjE  ACT  OF  1916,  AS  AMENDED. 

Partnerships:  Determination  of  distributive  shares  of  parPiiers, — 
(1)  Under  section  8(e)  of  the  Revenue  Act  of  1916,  as  amended,  the 
general  rule  applicable  U>  the  ordinary  case  is  that  the  individual 
partner  must  report  his  mstributive  share  of  the  partnership  income, 
whether  distributed  or  not,  as  income  of  the  year  when  it  was  accu- 
mulated by  the  partnership.    Part  (1)  of  Law  Opinion  689  overruled. 

(2)  In  case  the  partnership  establishes  a  fiscal  year  different  from 
that  of  the  individual  partner,  he  shall  report  as  income  his  dis- 
tributive share  of  the  net  income  of  the  partnership  for  the  account- 
ing period  of  the  partnership  ending  within  the  year  upon  the  basis 
of  wnich  the  partner's  net  income  is  computed. 

(3)  In  case  the  partnership  fails  to  close  its  accounts  and  to  de- 
termine the  distributive  shares  of  the  partners  at  the  close  of  its 
establi^ed  accounting  period,  the  above  rules  shall  nevertheless 
apply,  and  tiie  indiviaual  partners'  net  income  shall  be  computed  as 
it  the  books  of  the  partnership  had  been  closed  at  the  end  of  its 
established  fiscal  year.  Law  Opinion  324  and  part  (3)  of  Law 
Opinion  689  overruled. 

(4)  Where  a  partnership  kept  its  accounts  on  a  calendar-year 
basis,  but  due  to  the  death  of  the  principal  partner  did  not  close  its 
books  on  December  31,  1916,  but  did  close  them  on  Januarv  31,  1917, 
the  distributive  shares  of  the  individual  partners  shall  be  determined 
as  if  the  books  had  been  closed  on  December  31,  1916,  and  shall  be 
reported  as  income  for  the  calendar  year  1916,  taxable  at  the  1916 
rates. 


1-20-659. 
A.  R.  M.  13. 


BtJLTNO  tTNDER  REVENUE  ACT  OP  1913. 


In  the  case  of  a  partnership  sustaining  operating  losses,  the  ques- 
tion arises  as  to  whether  or  not  the  full  distributive  share  of  divi- 
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dends  received  by  the  partnership  should  be  included  in  Che  amount 
reported  on  line  25,  P^g®  ^9  ^^  ^^  form  for  1913,  eliminating  any 
entry  on  line  19.  The  effect  of  this,  if  nothing  further  is  done,  would 
be  to  return  the  entire  distributive  share  of  the  dividends  received 
by  the  partnership  as  liable  to  surtax,  no  notice  being  taken  of  the 
operating  losses. 

The  Committee  is  of  the  opinion  that  the  correct  method  of  treat- 
ment is  to  include  on  line  25  the  total  distributive  share  of  dividends 
and  to  enter  on  line  32  a  proportionate  share  of  the  losses  sustained, 
which  would  have  the  effect  of  including,  for  surtax  purposes  only, 
the  net  distributive  share  of  the  partnership  income. 


Section  218,  Article    324:  Taxation  of  part-  14-20-333. 

ners  in  partnership  with  fiscal  vear  ending  in  O.1016. 

1918. 

Where  the  fiscal  year  of  a  partnership  ended  during  the  year  191G, 
the  rate  of  tax  for  the  calendar  year  1915  applied  to  an  amount  of 
each  partner's  share  of  the  partnership  profits  proportionate  to  the 
ratio  which  the  part  of  the  fiscal  year  falling  within  the  calendar 
year  1915  bore  to  the  full  fiscal  year.  (Solicitor's  Memorandum  301 
and  part  (4),  Law  Opinion  689  modified.)     (Also  sec.  205,  art.  1621.) 


Section  218,  Aimcoi  330 :  Distributive  shares  4-19-222. 

or  stockholders  in  personal-service  corpora-  O.  D.  141. 

tion. 

A  stockholder  of  a  personal  service  corporation  having  reported 
in  his  individual  return  for  the  taxable  year  his  distributive  share 
of  the  undistributed  net  income  of  the  corporation  for  such  taxable 
year  should  not  again  report  such  income  when  it  is  actually  received 
m  a  subsequent  year,  neither  will  it  be  necessary  to  make  any  nota- 
tion respecting  such  profits  in  the  return  for  the  subsequent  year. 


Section  218,  Article  334:  Taxation  of  stock-  15-20-850. 

holders  of  personal-service  corporation  with  O.  D.  453. 

fiscal  year  ending  in  1919. 

A  personal  service  corporation  closed  its  books  January  31,  1919, 
and  December  31,  1919,  having  secured  permission  to  change  its 
accounting  period.  A  stockholder  of  this  corporation  keeping  his 
books  on  a  calendar  year  basis  must  include  in  his  return  for  1919 
his  share  of  the  earnings  of  the  corporation  (whether  distributed  or 
not)  for  the  fiscal  year  ended  January  31, 1919,  and  for  the  11-month 
period  ended  December  31,  1919.  That  portion  of  the  amount  re- 
ceived attributable  to  1918  will  be  subject  to  tax  at  the  rates  in 
effect  for  that  vear  as  outlined  in  article  334,  Regulations  45.  (Also 
sec.  205,  art.  1625;  sec.  213(a),  art.  52.) 
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SECTION  219.— ESTATES  AND  TRUSTS. 

1-19-70. 
Section  219,  Article  341 :  Estates  and  trusts.  O.  D.  51. 

Amounts  paid  by  an  executor  of  an  estate  out  of  his  personal  funds 
in  discharge  of  obligations  of  the  estate,  such  amounts  being  credited 
against  the  executor's  liability  for  interest  to  the  estate,  are  neverthe- 
less income  to  the  estate  to  the  extent  that  they  represent  interest  ac- 
crued since  the  death  of  the  testator  on  obligations  of  the  executor  to 
the  estate. 


3-19-198. 
O.  D.  129. 


If  securities  held  in  trust,  the  income  from  which  is  payable  to 
individual  beneficiary,  are  sold  at  a  profit,  the  amount  received  in 
excess  of  appraised  value  of  securities  at  death  of  testator  subsequent 
to  March  1, 1913,  or  fair  market  value  as  of  that  date  if  decedent  died 
prior  to  march  1,  1913,  represents  income  to  be  accounted  for  by 
trustee  on  Form  1040.     (Also  sec.  202,  art.  1562.) 


7-19-297. 
O.  D.  174. 

A  trustee  in  bankruptcy  is  required  to  file  a  return  of  net  income 
for  the  bankrupt's  estate  if  the  net  income  exceeds  the  specific  exemp- 
tion of  $1,000. 

The  bankrupt  individual  is  required  to  file  a  return  accounting  for 
his  individual  earnings,  but  is  entitled  to  the  exemptions  provided 
in  section  216  of  the  Revenue  Act  of  1918.  (Also  art.  346;  sec.  226, 
art.  421 ;  and  sec.  223,  art.  401.) 


(See  10-19-351 ;  sec  1,  art.  1504.)    When  trusts  are  not  associations. 


(See  13^19-419;  sec.  214(a)  3,  art.  134.)    Deductibility  of  Federal 
estate  tax  in  ascertaining  the  net  income  of  estates. 


(See  14-19-433 ;  sec.  213  (b) ,  art.  84.)    Income  from  trust  fund  held 
by  a  city  for  charitable  purposes. 


20-19-511. 
O.  D.  278. 

When  under  the  terms  of  a  will  or  trust  deed  income  is  to  be  paid 
to  or  permanently  set  aside  for  a  corporation  or  association  of  the 
kind  described  in  section  231(6)  of  the  statute,  such  income  is  not 
deductible  from  gross  income  in  the  returns  of  the  estate  or  trust 
where  the  corporation  has  received  its  charter  but  has  not  been  com- 
pletely organized  or  which  has  not  begun  to  operate  sufficiently  to 
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establish  tbatt  it  is  exefo^  from  ibe  Ittx.    Sudi  mcMse  wifl  be  taxable 
to  tlte  estate  or  trust  as  an  entity.    (Also  sec.  214,  art.  251.) 


<See  23-19-^7;  sea  225^  art.  425.)     AnciUary  <&xecuAor  to  laafee 
returcu 


O.  D.  S16. 

WTiere  the  same  trustee  is  designated  in  a  will  to  administer  sev- 
eral trusts,  the  accumulated  income  of  each  separate  trust  will  be 
taxable  as  an  entity,  not  the  income  of  the  trusts  combined. 


l5-a0-851. 
O.  D.  454. 

Interest  accrued  on  bonds  owned  by  rnn  individiial  at  the  date  of  his 
death  should  be  inclwied  in  the  return  filed  for  the  deoede&t  by  the 

executor  or  administrator  if  the  books  of  the  decedent  were  kept  on 
an  accrual  basis ;  if  the  books  were  kept  on  the  basis  of  actual  receipts 
and  disbursements,  only  the  amoimt  of  interest  on  coupons  falling  due 
prior  to  decedent's  death  should  be  included.  Interest  accruing  or 
falling  due  subsequent  to  the  decedent's  death  should  be  reported  in 
tlie  return  of  the  estate.    (Also  sec>  212,  mit.  23.) 


(See  16-20-875;  sec.  214(a)S,  art  184.)  Tr^atmenft  of  Federal 
estate  tax  in  icomputing  nxst  income  of  restates  subject  to  Federal 
income  tax. 


(See  17-20-877;  sec  201,  art  164&)     Liquidatioii  of  corporation 
whose  sole  stockholder  is  an  estate. 


Section  219,  Artici^  342 :  Estates  and  trusfag;  11-19-S82. 

taxed  to  fiduciary.  S.  108S. 

Where  the  income  of  a  trust  fund  is  payable  only  in  the  discretion 
of  the  trustees,  such  income  as  the  trustees  in  their  discretion  distrib- 
ute to  the  beneficiary  during  the  years  1916  or  1917,  is  taxable  to  the 
recipient  personally  (Act  of  Sept.  8,  1916,  sec.  2(b).  Such  income, 
however,  as  is  received  in  1918  or  later  years  by  the  trust  estate  is 
taxed  to  the  trustees  irrespective  of  the  exercise  of  their  discretion. 


16^1^-462. 
T.  B.  E.  4T. 

Income  of  an  estate  during  the  period  of  administration  whidi  is 
not  paid  or  credited  to  the  beneficiary  is  taxable  to  the  estate  even 
though  such  beneficiary  was,  as  a  matter  of  law,  entitled  to  be  paid 
or  credited  with  such  income  during  that  year. 
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ACT  OF  1913,  PARAGRAPH  D;  ACT  OF  SEPTEMBER  8,  1016,  SECTION  2; 
ACT  OF  SEITEMBER  8,  1916,  AS  AMENDED  BY  THE  ACT  OF  OCTOBER 
3,  1917,  SECTION  2. 

The  income  of  a  trust  estate  which  is  accumulated  and  added  to 
the  corpus,  the  beneficiaiy  of  which  is  unascertained,  is  taxable  as 
inooBEie  of  tiie  tmsL   Law  Opmion  ^22  modified. 


(See  12-20-792;  sec.  202,  art  1562,)     Taxability  of  gain  from 
sale  of  stock  by  trustees  under  will. 


13-20-810. 
A.  R.  M.  37. 

1«  The  undistributed  net  income  of  a  trust  estate  under  the  con- 
trol of  a  resident  fiduciary  and  subject  to  the  jurisdiction  of  a  State 
or  Territory  of  the  United  States,  or  of  the  District  of  Coiumbia,  is 
taxable  in  the  same  manner  as  income  accruing  to  an  unmarried 
resident  individual,  irrespective  of  the  fact  that  the  creator  of  the 
trust  may  be  a  nonresident  alien  and  irrespective  of  the  fact  tha^t  the 
ultimate  beneficiaries  may  be  noai^sident  aliens.  The  exemption  to 
which  a  single  person  is  entitled  may  properly  be  claimed  regard- 
less of  the  citizenship  or  residence  of  the  creator  of  the  trust  or  of 
the  bejieficiaries  for  whom  the  inoome  is  retained. 

2.  The  income  of  an  estate  in  process  of  administration  in  tlie 
courts  of  a  State  or  Territory  of  the  United  States  or  of  the  District 
of  Columbia  by  resident  fiduciaries  is  taxable  as  an  entity,  irres{)ec- 
tive  of  the  fact  that  the  decedent  may  have  been  a  nonresident  indi- 
vidual and  the  beneficiaries  or  distributees  may  be  nonresident  aliens 
and  the  income  may  be,  in  part  or  whole,  derived  from  foreign 
sources.  The  same  specific  exemption  may  properlv  be  claimed  as 
provided  for  under  \1)  above.  The  income  taxable  to  the  estate 
is  determined  after  applying  the  provisions  of  section  219(c).  ^ 

3.  Nonresident  alien  fiduciaries  of  trusts  subject  to  the  jurisdiction 
of  a  foreign  country  are  taxable  on  undistributed  net  income  from 
sources  within  the  United  States,  irrespective  of  the  fact  that  the 
creator  of  the  trust  or  estate  may  be  either  a  citizen  or  resident  of  the 
United  States  or  a  nonresident  alien  and  the  beneficiaries  may  be 
either  citizens  or  residents  of  the  United  States  or  nonresident  aliens. 
An  exemption  allowed  a  single  person  may  properly  be  claimed, 
provided  the  fiduciary  is  a  citizen  or  subject  of  a  country  which 
images  an  int^ome  tax  and  allows  a  similar  credit  to  citizens  of  the 
United  States  not  residing  in  such  country. 

4.  The  income  of  estates  in  process  of  administration  in  the  courts 
of  a  foreign  country  by  nonresident  alien  fiduciaries  is  taxable  as  an 
entity  in  so  far  as  the  income  received  is  from  sources  within  the 
United  States,  irrespective  of  the  fact  that  the  decedent  may  ha\'e 
been  either  a  nonresident  alien  or  citizen  of  the  United  States  and  the 
beneficiaries  in  the  distribution  may  be  either  nonresident  aliens  or 
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citizens  or  residents  of  the  United  States.  The  same  specific  exemp- 
tion as  provided  for  in  (3)  above  may  be  claimed  under  the  same 
conditions  and  limitations.     (Also  art.  346.) 


Section  219^  Akticijbs  343 :  Decedent's  1-19-71. 

estate  during  administration.  O.  D.  52. 

There  should  be  included  in  the  return  filed  for  a  deceased 
stockholder  of  a  personal  service  corporation  the  distributive  share 
of  the  decedent  in  the  profits  of  the  corporation  from  the  beginning 
of  the  year  to  the  date  the  stockholder  died.  The  return  filed  for 
the  estate  should  include  the  distributive  share  in  the  profits  of  the 
corporation  from  the  date  of  the  stockholder's  death  to  the  end  of 
the  year. 

11-19-383. 
O.  D.  219. 

A  loss  can  not  be  claimed  in  a  return  rendered  for  a  decedent 
covering  the  taxable  period  to  the  date  of  his  death  where  the  cost 
of  securities,  or  their  fair  market  value  as  at  March  1,  1913,  if 
acquired  prior  thereto,  is  in  excess  of  the  value  established  by 
appraisal  for  the  purposes  of  administering  the  estate,  except  in  the 
case  of  a  decedent  who  was  a  dealer  in  securities  and  regularly 
inventoried  his  securities  and  made  his  returns  accordingly.  The 
executor  should  not  make  returns  of  book  gains  or  losses,  either  up 
to  the  date  of  death  or  on  transfer  of  the  property  to  the  legatee  or 
to  a  trustee  under  the  will,  or  from  one  trustee  to  a  succeeding 
trustee,  the  appraised  value  remaining  as  the  basis  for  computing 
all  subsequent  realizations  of  losses  or  gains  in  cash.  (Also  sec. 
214(a)  4,  5,  6,  art.  144.) 


13-20-811. 
S.  1229-A. 

INCX>ME  tax:  estates:  section  2(b),  ACT  OF  SEPTEMBER  8,  1916,  AS 
AMENDED  BY  THE  ACT  OF  OCTOBER  3,  1917,  AND  SECTION  219  (a),  (C), 
REVENUE  ACT  OF  1918. 

Taxing  income  from  real  estate  to  the  estate  during  admtsnistror 
fion. — \\  here  the  aeceased  owner  of  real  estate  in  the  District  of  Co- 
lumbia has  not,  in  his  will,  directed  the  sale  of  real  estate,  or  devised 
the  same  upon  trust  to  be  sold,  to  pay  debts,  legacies,  or  for  other 
purposes,  or  done  such  other  act  as  to  effect  equitable  conversion  of 
his  real  estate  at  his  death,  and  the  personal  property  is  sufficient  to 
pay  all  the  debts  and  legacies,  the  real  property  does  not  form  part 
of  the  "estate"  within  the  language  of  section  2(b)  of  the  A<i  of 
September  8,  1916,  as  amended,  or  of  section  219(a),  (c),  of  the 
Eevenue  Act  of  1918,  and  the  executor  of  the  estate  will  not  be 
required  to  make  a  single  return  for  the  income  from  the  r^al  estate 
and  the  personal  estate  of  the  said  decedent  during  the  administration 
of  the  estate,  even  though  the  real  estate  was  devised  to  a  trustee. 
Solicitor's  Memorandum  No.  1229  revoked. 
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Section  219,  Article  344 :  Incidence  of  tax  on 
estate  or  trust. 

(See  9-19-337;  sec.  211,  art.  13.)  Trustees  of  assets  of  oil  com- 
pany, selling  property,  value  of  which  has  been  demonstrated  by 
exploration  and  discovery  work  by  the  trustees. 


Section  219,  Article  345 :  Estates  and  trusts  1-19-69. 

taxed  to  beneficiaries.  S.  961. 

When  a  trust  provides  for  the  distribution  of  income  "when  re- 
ceived," the  beneficiary  should  account  for  it  personally  whether 
distributed  to  him  or  not.  The  creator  of  the  trust  is  not  liable  for 
income  tax  with  respect  thereto. 


5^19-255. 
O.  D.  156- 

Where  the  income  of  an  estate  is  to  be  distributed  periodically  by 
the  trustees  to  the  beneficiaries,  and  the  trustees  sell  part  of  the 
principal  or  corpus  of  the  estate  at  a  loss,  the  beneficiaries  are  not 
allowed  to  deduct  any  part  of  the  loss  in  their  income  tax  returns. 


10-20-780. 
S.1344. 


RUUNO  UNDER  REVENUE  ACT  OP  1017. 


Where  a  person  transfers  funds  or  property  to  trustees  to  pay  to 
him  during  his  lifetime  so  much  of  the  income  as  he  may  demand, 
and  from  time  to  time  as  much  of  the  principal  as  such  trustees 
might  deem  advisable,  all  unwithdrawn  income  at  the  date  of  the 
death  of  the  settlor  to  become  a  part  of  the  trust  fund,  the  settlor 
should  return  in  any  one  year  all  the  income  accruing  from  such 
trust  fund  whether  actually  withdrawn  by  him  or  not. 

The  trustees  under  such  deed  must  make  return  of  all  income  from 
the  trust,  but  are  relieved  from  paying  a  tax  thereon.  (Also,  sec.  226, 
art.  421.) 


Section  219,  Article  347 :  Estates  and  trusts  10-20-781. 

which  can  not  be  treated  as  a  unit.  T.  D.  2987. 

Regulations  46  are  amended  by  adding  thereto  article  347  to  read 
as  follows: 

Art.  847.  Estates  and  trusts  which  can  not  be  treated  as  a  unit. — In  the  case 
ol  certain  estates  and  trusts  It  is  recognized  that  the  estate  or  trust  can  not  be 
treated  as  a  unit  for  income  tax  purposes  and  may  represent  an  aggregate  of 
distinct  interests  to  all  of  which  the  fiduciaries  are  responsihle;  in  such  cases 
the  procedure  stated  In  this  article  should  govern.  The  following  are  recognized 
as  cases  which  can  not  be  treated  as  a  unit  and  must,  therefore,  be  governed 
by  this  article:  (a)  When  there  is  Income  distributable  periodically  and  also 
income  which  is  to  be  accumulated  in  trust,  held  for  future  distribution,  or  added 
to  the  corpus;  (b)  when  there  Is  income  distributable  periodically  and  also 
Income  (according  to  the  Federal  income  tax  statutes  and  regulations)  which 
is  not  distributable  periodically  under  State  law,  e.  g.,  gains  from  sale  of  capital 
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assets,  stock  dividends ;  (c)  wben  tiaet«  ts  InoMie  dtetrHmtabie  perlMleaUgr  vnd 
deductions  (according  to  Federal  income  tax  statutes  and  regulaticnB)  wkich  are 
not  deductible  under  State  law  from  the  distributable  income,  e.  g.,  losses  from 
tike  sale  of  <3aplt:al  assets,  ^leplcPtton,  depreci^ation. 

In  ascertaining  whether  an  estate  or  trust  cotnes  within  any  Oiiie  oC  the  cases 
Just  enumerated,  the  provisions  of  the  Federal  statutes  and  regulations — ^rather 
than  the  provisions  of  the  ^vlll  or  trust  and  the  provisions  of  State  laws — shall 
determine  what  Items  constitute  taxable  gross  income  or  allowable  deductions: 
the  provisions  of  the  will  or  trust  and  of  State  laws  shall  determine  the  allora- 
tion  of  items  of  gross  income  or  deductions;  that  is,  to  which  of  the  different 
iBterests  making  up  the  wliole  «ucb  ttek&s  «hail  be  <imrged  or  allowed.  In  ^^^^ 
Tfiiich  are  to  be  treated  under  this  article,  the  items  of  gross  iocaoie  and  liedtic- 
tions  as  determined  by  the  Federal  income  tax  statutes  and  regulations  must 
be  semtlnlzed  and  dassifted  in  Bccordance  with  the  provisions  of  the  will  or 
tra^  or  rules  of  local  law  into  two  el«sse8,  one  subject  to  th^  {>roced«ire  specified 
in  sitbdi-visdon  (c)  of  section  219,  and  the  other  to  the  pfrocedure  specified  in 
subdivision  (d)  of  section  219.  The  result  will  be  that  the  beoeflclary  to  whom 
income  is  to  be  distributed  periodically  must  Include  in  computing  his  net 
income  the  amount  actually  distributable  to  him  (except  exempt  income)  even 
though  the  aggregate  of  the  distributive  shares  should  be  larger  than  the  net 
Income  of  the  estate  or  trust  computed  as  a  unit  Any  gain,  profit,  or  income 
which  is  not  periodically  distributable  must  be  included  in  computing  the  net 
Income  of  the  estate  or  trust  so  that  the  fiduciary  will  pay  the  tax  opon  any 
excess  of  the  net  income  of  the  estate  or  trust  computed  as  a  unit  over  the 
aggregate  distributive  shares. 

For  example^  a  trust  is  created  the  in^oBie  of  which  is  distributable  periodically 
for  the  life  of  the  beneficiary,  th<>  remainder  over  to  others.  The  trust  has  the 
following  items  of  Income :  Rent,  $3,000 ;  Interest,  $2,000 ;  gain  on  sale  of  capital 
assets,  $1,500;  cash  dividend,  $1,000;  and  deductions,  general  expenses  (all 
deductible  from  distributable  Income),  :$70O;  depreciation,  $300;  loss  on  sale  of 
capital  assets,  $3,000.  Under  the  terms  of  the  trust  $5,300  will  be  distributed 
to  tiie  beneficiary,  viz,  rent,  $3,000;  plus  Interest,  $2,000;  plus  dividend.  $1,000; 
less  general  expenses  $700.  The  gain  and  loss  on  tKe  sale  of  capital  assets  will 
be  considered  capital  items  affecting  the  corpus  only,  and  the  items  of  deprecia- 
tion will  not  affect  the  amount  to  be  distributed,  there  being  no  rule  of  State  law 
or  provision  of  the  trust  requiring  this  deduction  from  distributable  iaconie. 
In  such  a  case  the  fiduciary  must  report  on  Form  1041,  showing  a  net  income 
for  the  trust  of  $3,500,  and  must  show  as  the  distributive  share  of  the  bene- 
ficiary the  $5,SK)0  to  which  he  is  entitled.  The  beneficiary  must  acconnt  for  the 
anioimt  actually  distribntabte  to  him  as  Income,  vlx,  $5,^00,  as  provided  in 
section  219(d)  and  will  be  entitled  to  a  credit  of  $1,000  on  account  of  the 
dividends  in  computing  the  normal  tax,  but  not  to  any  deduction  on  accouut  of 
depreciation  or  capital  l05?ses. 

If  there  had  been  no  loss  on  the  sale  of  capital  assets  so  that  the  net  income 
of  the  estate  or  trust  was  $6,500,  Form  1041  should  show  the  distribntlv^e  share 
of  the  beneficiary  as  $5,300,  and  the  distributive  share  of  the  fiduciary  as  $1,200; 
and  the  flrluciary  should  file  a  separate  return  on  Form  1040A,  reiK>rting  ^1UH^> 
for  taxation. 


12-20-795. 
O.  1013. 

T'f^nder  section  219  of  the  Revenue  Act  of  1918  where  an  estate  or 
trnst  represents  different  interests  and  is  not  susceptible  of  treatment 
as  a  unit,  the  fiduciary,  in  determiningf  the  distributive  shares  of  the 
beneficiaries,  sliall  analyze  the  items  of  gross  income  and  deduction 
and  shall  (a)  account  as  fiduciary  for  income  held  for  future  distribu- 
tion or  added  to  the  corpus;  (b)  assign  to  the  beneficiaries  income 
which  is  distributable  periodically;  (c)  report  on  form  1041  the  net 
income  of  the  estate  or  trust  computed  as  a  unit,  but  show  as  the  dis- 
tributive shares  of  the  beneficiaries  the  amounts  of  income  which 
should  \w  perio<lically  distributed  to  them  (whether  distributed  or 
not)  ;  {d)  report  on  form  1041  any  excess  of  the  nrt  income  of  the 
e^ate  or  trust  over  tlie  aggregate  distributive  shares  of  the  ifidividual 
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beneficiaries  as  the  distribtitiye  sbare  of  the  fiduciary;  (e)  ii  socfti 
amount  ^eKceeds  $1,000,  ixtaiee  a  separate  iretom  oti  foi*m  1040  ^r 
1040-A  including  duch  income. 

The  result  of  this  mR  be  that  each  beneficiary  must  include  ki 
computing  kts  net  income  the  ^^stiite  Sihil  "which  should  he  periodi- 
cally distributed  to  him  (whether  distributed  or  not)  from  the 
estate  or  trust  as  income  (other  than  exempt  income)  and  no  more 
than  such  sum. 


12-20-796. 
O.  p.  413. 
T.  D.  2987  revokes  all  previous  rulings  inconsistent  therewith  and 
is  retroactive  to  January  1,  1918. 


SECTION  ^0.--.PROFITS  OF  OORPORATIONS 
TAXABLE   TO  STOCKHOLDERS. 

■Sbctiok  220,  AimcLl5  351 :  Proftts  of  cor-  1-19-72. 

poT'ation  taxable  to  stockholders.  T.  B.  M.  *2. 

Section  220  does  not  apply  to  the  case  of  a  corporation  which 
retains  profits  to  meet  the  reasonable  requirements  of  its  business, 
such  as  for  purposes  of  meeting  maturing  obligations,  necessary  in- 
creased working  capital,  additions  to  plant  to  be  made  in  the  im- 
mediate future,  or  other  similar  proper  purposes,  provided  that  such 
profits  are  "withheld  in  absolute  good  faith,  and  not  for  the  purpose 
of  evading  any  tax  or  any  rate  of  taxation  in  force  at  the  time. 
Whether  a  corporation  is  taxable  under  section  220  can  not  be  deter- 
mined in  advance ;  it  must  be  determined  at  a  later  date  in  the  light 
of  what  it  has  actually  done  with  the  profits  retained. 


2-19-156. 
O.  D.  106. 

Corporations  bu^ung  Victory  notes  with  accumulated  surplus  will 
not  subject  their  stockholders  to  the  provisions  of  section  220,  Eev- 
enue  Act  of  1918,  unless  the  accumulated  surplus  is  beyond  the 
reasonable  needs  of  the  business.  InA-estment  of  unreasonable  sur- 
plus in  Victory  notes  can  not  prevent  the  application  of  section  220, 
but  obviously  no  unfavorable  construction  will  be  based  upon  the 
mere  fact  that  a  surplus  is  inve^ed  in  Victory  notes.  Where  a  dis- 
tillery or  brewery  business,  between  now  and  the  time  w^lien  national 
prohibition  becomes  effective,  holds  1918  earnings  or  earnings  of 
earlier  years,  either  by  reason  of  doubt  as  to  the  outcome  of  pending 
lit^ation  or  by  reason  of  a  desire  to  reinvest  capital  and  accu- 
mulated earnings  in  a  different  business,  such  action  of  itself  will  not 
be  regarded  as  bringing  the  corporation  within  the  provisions  of 
section  220. 


.hAdAdMaka 


8-19-326. 
O.  D.  188. 

Section  220  of  the  Revenue  Act  of  1918  applies  only  to  income 
of  1918  and  subsequent  years,  and  can  not  be  utilized  to  force  a  dis- 
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tribution  of  unnecessary  surplus  accumulated  in  prior  years.  To 
such  unnecessary  accumulations,  however,  the  provisions  of  the  Acts 
of  October  3,  1913,  September  8,  1916,  and  October  3,  1917,  will  be 
applicable  according  to  the  respective  years  in  which  such  Acts  were 
in  effect  and  such  portions  of  the  surplus  were  accumulated. 


(See  2-20-667;  sec.  201,  art.  1542.)  Application  of  section  220  m 
the  case  of  a  corporation  which  retires  a  portion  of  its  capital  stock 
without  distributing  its  surplus. 


Section  220,  Artici;b  363 :  Unreasonable  accumulation       15-ld-448. 
of  profits.  S.  1117. 

The  question  as  to  the  unreasonable  accmnulation  of  undivided 
profits  is  one  of  fact  to  be  decided  upon  a  consideration  of  the  volume 
of  business  done  and  the  principles  of  sound  business  management 
The  fact  that  a  corporation  Iiaving  a  capital  stock  of  lOj?  dollars  and 
doing  an  annual  business  in  excess  of  150a;  dollars  has  an  accumula- 
tion of  55a?  dollars  in  undivided  profits  is  not  sufficient  basis  for  find- 
ing that  there  has  been  an  unreasonable  accumulation  of  profits. 
(Solicitor's  Memorandum  153  overruled.) 


SECTION  221.— PAYMENT  OF  TAX  AT  SOUBCE. 

Section  221,  Article  361 :  Withholding  tax  at  source. 

^See  1^19-16;  sec.  213(c),  art.  92.)  Withholding  obligations  of 
a  domestic  corporation  in  case  of  payments  to  a  nonresident  alien 
individual  or  to  a  foreign  corporation,  of  interest  on  obligations  of  a 
foreign  government. 

1-19-76. 
O.  D.  66. 

When  a  debtor  corporation  fails  to  withhold  the  2  per  cent 
tax  where  its  bonds  contain  a  tax-free  clause,  and  the  owner  nas  filed 
Form  1000,  there  is  no  obligation  on  the  bank  first  receiving  the 
coupons  to  withhold  the  tax,  as  assessment  will  be  made  against  the 
debtor  or  its  disbursing  agent  based  on  the  tax  liability  as  disclosed 
by  the  ownership  certificate,  Form  1000. 


ft-19-277. 
O.  D.  167. 

Income  tax  should  be  withheld  from  interest  payments  to  non- 
resident aliens  upon  bonds  at  rates  in  force  during  year  in  which 
payments  were  actually  made,  although  bond  interest  is  held  to 
represent  income  for  year  during  which  coupons  became  due  and 
payable.  Anv  tax  withheld  and  paid  to  Government  in  excess  of 
taxpayer's  liability  may  be  adjusted  through  claim  for  refund.  (Also 
art.  371.) 
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r-lft-298. 
O. D.  176. 

If  the  owner  or  operator  of  a  mine  leases  a  portion  thereof  to  a 
contractor  whose  operations  are  separate  and  distinct  from  that  of 
the  owner  or  operator,  and  nonresiaent  aliens  are  actually  employed 
by  the  contractor;  the  duty  of  withholding  as  to  such  nonresiaent 
alien  employees  is  that  of  the  contractor  rather  than  the  owner  or 
operator. 

In  the  case  of  a  claim  for  personal  exemption  by  a  nonresident 
alien  employee  for  withholding  purposes,  the  name  and  address  of 
the  emplovee  should  be  secured  by  the  employer,  regardless  of  the 
fact  that  tor  the  convenience  of  the  employer  tne  employee  is  known 
by  number  only.    (Also  sec.  217,  art.  315.) 


10-19-^59, 
O.D.207. 

Debtor  corporation  having  appointed  duly  authorized  with- 
holding agent,  should  file  with  collector  for  district  in  which  debtor 
corporation  is  located  notice  of  such  appointment,  giving  name  and 
address  of  withholding  agent.  Only  one  copy  is  required  and  no 
special  form  prescribed.. 


11-19-385. 
O.  D.  220. 

A  bank  purchasing  abroad  coupons  of  bonds  issued  by  domestic 
corporations  will  be  held  prima  facie  to  be  recipient  of  income. 
Ownership  certificates  should  therefore  be  secured  from  original 
owners  of  bonds  in  order  that  tax  may  be  withheld  as  provided  in 
sections  221  and  237,  Revenue  Act  of  1918. 


ia-ift-4a4. 

O.  D.  245. 

Wages  earned  by  a  nonresident  alien  on  an  occasional  coastwise 
voyage  on  a  vessel  generally  making  foreign  voyages  is  income  from 
sources  within  the  United  States,  and  is  subjeS  to  withholding. 
(Also  sec,  213(c),  art.  92 (a)  0 


(Sec.  18-19-478;  sec.  213(c),  art.  92.)  Withholding  requirements 
in  the  case  of  interest  on  bonds  of  a  corporation  organized  in  the 
United  States  but  doing  no  business  nor  owning  property  therein. 


18-19-486. 
O.  D.  269. 

When  a  bank  in  the  United  States  collects  interest  upon  foreign 
securities  for  its  nonresident  alien  customers  and  credits  same  to 
their  account,  allowing  interest  on  the  balances  maintained,  the 
identity  of  the  interest  derived  from  foreign  securities  is  lost,  and  the 
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mteresl  thus  paid  or  credited  is  subject  to  taxation  sind  withholding 
under  the  Revenue  Act  of  1918. 


20-19-512, 

O.  D.  279. 

Scrip  issued  by  a  corporation  to  bondh(dders  in  payment  of  interest 

due  upon  its  bonxfa  is  equivalent  to  cash  payments  and  is  subject  to 

withholding  under  the  rates  in  force  at  the  tune  of  issuance. 


12-aO-7»T. 
O,  D,  414 

Where  neither  bonds  nor  the  trast  deeds  given  by  the  obligor  to 
secure  them  contain  a  tax-free  covenant,  supplemental  agreements 
executed  by  the  obligor  corporation  and  the  trustee  containing  a  tax- 
free  covenant  and  which  modify  the  original  trust  deeds  to  that  extent 
are  of  tbe  same  effect  from  the  date  of  their  proper  execution  as  if 
they  had  been  part  of  the  origiual  deeds  of  truat,  and  the  bonds  from 
such  daite  are  subject  to  the  pix>visioas  of  seetton  221(b)  of  the  Reve- 
nue Act  of  1918,  provided  proper  authority  exists  for  the  OKMlification 
of  the  trust  deeds  in  this  mAanen  Tbe  Authority,  must  be  contained 
in  the  original  trust  deeds  or  actually  secured  tmask  the  bondholders. 


15-20-852. 
O.  D.  455. 

A  domestic  corporation  owning  no  pro^>erty  tLnd  doiag  no  business 
in  the  United  States  ismied  bonds  contftining  a  covenant  to  pay  the 
interest  witbmit  deduction  for  any  taxes  under  any  law  of  the  United 
States,  any  of  its  possessions,  or  of  a  foreign  coantsy.  Under  such 
circumstances  the  corporation  is  not  absolved  from  ti^  withholding 
requirements  of  section  221  (b)  of  the  Revenue  Act  of  1918  in  the  case 
of  bondholders  who  are  citizens  or  residents  of  the  United  States, 
The  situation  is  not  analogous  to  that  of  interest  from  nonresident 
corporations  paid  to  nonresident  alien  individuals.  Such  income  is 
not  taxable  gross  income  and  need  not  be  reported  by  the  nonresident 
alien  individual.  Such  interest,  however,  paid  to  citizens  and  resi- 
dents of  the  United  ^^tes  is  taxable  gross  income,  must  be  reported 
by  the  taxpayer,  and  a  tax  upon  such  income  is  due  the  United  States. 
No  exception  as  to  withholding  requirements  may  be  made  even 
though  the  amount  of  tax  withheld  and  paid  to  the  United  States 
possession  or  foreign  country  is  claimed  by  the  bondholder  as  a  credit 
against  his  income  tax  liability  to  the  ITnited  States  Goverament 
under  the  provisions  of  section  222  of  the  1018  Act, 


Section  221,  Article  362:  Fixed  or  determinable  2-10-157. 

annual  or  periodical  income.  S.  975. 

Winnings  of  horses  at  a  race  track  credited  by  the  racing  association 
to  a  nonresident  ali^i  owner  ai>d  trainer  of  t]»  horses  winning  such 
amounts  are  not  fixed  nor  determinable  annual  or  periodical  gains, 
profits,  aiid  income  within  the  meaning  of  section  221(a),  RevMiue 
Act  of  1918,  and  no  withholding  by  the  racing  association  is  necessary. 


foreign  corporation  on  sales  df  it 
States  by  a  domestic  oorporaiion. 


»7 

>60. )    Sbace  eif  pvd<H» 


16-20-865. 


DISOOTTMrr  OK  ACOBFTANOES:  WlTHnoiJDING. 


The  excess  of  the  face  TaltJe  of  a  so-called  b^nk  nx^eptance  as 
collected  sit  its  maturity,  ov^  the  amount  paid  therefor  by  a  person 
•collecting  the  aooej^aRoe  at  mt^urity,  is  m&t  i^erest  wifthin  the 
nssaadu^  of  sections ^21  (a)  mtd  287  of  the  Be^en^te  Aet  of  191S. 

Oains  and  profits  derived  from  the  purchase  and  sale  of  «o-called 
baiik  acoej^nces  are  not  fixed  and  determiuable  annual  or  periodical 
income  within  the  meaning  of  isectioBs  221(a^  and  287,  and  are  not 
subject  to  the  xv^dafholding  protisions  of  4^  A(A.  (Also  sec.  SS^Ty  aft. 
601.) 

Sectiox  221,  Arttceb  868 :  Excrmption  from  2-19-15S. 

withholding.  O.  D.  107. 

In  cases  wbefipe  ta^  was  withheld  from  wages  of  employees  who 
refused  to  sign  the  old  Form  1078,  but  who  have  now  signed  the 
new  Form  10  r  8,  the  amount  of  tax  should  not  be  refunded  by  the 
employer  upon  execution  of  the  new  Form  1078.  The  amount  of  tax 
withheld  should  be  reported  on  Form  1042,  and  paid  to  the  collector 
of  internal  revenue  for  the  district  in  whidi  the  withholding  agent 
is  located,  sofoject  to  claim  for  personal  exemptibn  provided  in  section 
216  of  the  Revmne  Aot  of  1918. 

If  the  personal  exemption  is  not  available  to  the  n<»iT«sident  alien, 
the  asQKamt  of  tax  can  be  refunded  only  tipon  execution  of  Form  46, 
ftooompanied  by  a  complete  return  of  "the  individuaPs  income  from 
sources  within  the  United  States,  and  evidence  establishing  the  fact 
that  tax  has  been  withheld  in  excess  of  the  actual  liability.  (Also 
sec.  22a,  art  404.) 

4-19-4^24. 
O.  D.  14a. 

In  cases  where  Form  1078  is  filed  by  aliens,  a  record  thereof  should 
be  made  by  the  employer  and  certificates  forwarded  to  the  Commis- 
sioner of  Internal  Revenue.  Sorting  Division,  Washington,  D.  C, 
not  later  than  the  20th  day  oi  the  month  succeeding  that  during  which 
the  certificates  were  received. 


Sbcttion  221,  Article  363(a)  :  Personal  exemp-  19-19-498. 

tion  of  nonresident  aliens.  T.  D.  2920. 

The  final  edition  of  Regulations  45  is  amended  by  inserting  imme- 
diately after  article  363,  a  paragraph  which  will  be  known  as  article 
36da  as  follows: 

Art.  368a.  Persrnial  cvemptioH  of  nowresiden^t  nJ^ens, — In  cnse  a  nonresi- 
dent alien  Is  entitled  to  personal  exemption  and  credits  for  dependents  in  ac- 
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cordance  with  paragraphs  (c),  (d),  and  (c),  section  216  of  the  Revenue  Act 
of  1918,  and  his  gross  Income  from  sources  in  the  United  States,  Including  bond 
interest,  does  not  exceed  his  personal  exemption  and  credits  for  dependents,  a 
certificate,  Form  lOOlB,  should  be  executed  and  filed  with  the  withholding 
agent  if  any  part  of  the  gross  income  is  derived  from  interest  upon  bonds  of 
a  domestic  corporation  which  contain  a  tax-free  covenant  clause.  The  cer- 
tificate may  be  filed  with  the  withholding  agent  at  the  end  of  the  calendar 
year,  but  not  later  than  February  1  of  the  succeeding  year,  and  all  such  cer- 
tificates should  be  attached  to  the  annual  list  return,  Form  1013.  The  amount 
of  tax  due  from  the  withholding  agent  as  ^own  by  Form  1013  may  be  re- 
duced by  2  per  cent  of  the  aggregate  amount  of  interest  payments  made  to  tbe 
nonresident  alien  upon  tax-free  covenant  bonds  during  the  calendar  year,  and 
the  amount  of  tax  represented  by  the  certificates,  payment  of  which  was  as- 
sumed on  monthly  list  return.  Form  1012,  will  not  be  included  in  tlie  assessment 
against  the  withholding  agent.  The  certificate  may  be  filed  only  by  a  citfxen 
or  subject  of  the  countries  enumerated  in  paragraph  (a)  or  <b)  of  article  807, 
as  amended.  In  case  tax  in  excess  of  a  nonresident  alien's  tax  liability  has 
been  withheld  from  interest  upon  bonds  which  do  not  contain  a  tax-free  cove- 
nant clause,  the  nonresident  alien  should  file  or  cause  to  be  filed  with  the 
collector  of  internal  revenue  a  return  of  his  gross  income  from  all  sources 
within  the  United  States,  accompanied  by  a  claim  for  refund  on  Form  46L 


Section  221,  Article  364 :  Ownership  certificates 
for  interest  coupons. 

(See  17-19-473;  sec.  257,  art.  1091.)    Certified  copies  of  ownership 
certificates. 


21-19^26. 
T.D.2923. 

Old  forms  of  ownership  certificates  will  be  accepted  with  respect 
to  interest  due  on  and  prior  to  November  1, 1919,  when  received  from 
continental  United  States,  and  with  respect  to  interest  due  on  and 
prior  to  December  Ij  1919,  when  received  from  abroad. 

Banks  and  collecting  agents,  debtor  corporations,  and  withholding 
agents  shall  refuse  to  accept  the  old  forms  in  connection  with  intere^ 
due  after  the  respective  dates  named  herein ;  and  collectors  of  intemul 
revenue  receiving  monthly  returns  accompanied  by  certificates  on 
the  old  forms,  when  it  shall  appear  that  such  certincates  were  filed 
with  debtor  corporations  or  withholding  agents,  with  respect  to  in- 
terest due  subsequent  to  such  dates,  shall  require  the  debtor  corpora- 
tion or  withholding  agent  concerned  to  secure  certificates  on  the 
revised  forms.         ^    ^ 


21-19-527. 
0,D.284. 

Bonds  issued  by  the  War  Finance  Corporation  are  not  Govern- 
ment bonds,  hence  ownership  certificates  are  required  when  coupons 
are  presented  for  payment  under  article  364  of  Kegulations  45. 


5-20-719. 
O.  D.  392. 

In  the  case  of  interest  payments  on  overdue  bonds,  the  interest 
coupons  of  which  have  been  exhausted,  ownership  certificates  are 
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required  to  be  filed  when  collecting  the  interest  in  the  same  manner  as 
if  interest  coupons  were  presented  for  collection. 


Section  221,  Article  365 :  Form  of  certificate  4^19-225. 

where  withholding  required.  O.  D.  144. 

Form  lOOOj  revised,  should  be  used  by  nonresident  alien  individuals, 
fiduciaries,  and  corporations  only  when  the  bonds  are  issued  by 
domestic  or  resident  corporations,  whether  or  not  the  bonds  contain 
a  tax-free  covenant  clause.  A  foreign  corporation  not  engaged  in 
trade  or  business  within  the  United  States  which  has  a  fiscal  agent 
in  the  United  States  is  not  a  resident  corporation. 


29-19-628. 
O.  D.  339. 

Personal  service  corporations  are  to  be  treated,  so  far  as  practi- 
cable, on  the  same  basis  as  partnerships  for  the  purposes  of  with- 
holding under  section  221(b)  of  the  Revenue  Act  of  1918.  Corpora- 
tions which  have  received  notice  from  the  Income  Tax  Unit  that  their 
returns  as  personal  service  corporations  have  been  approved  may 
thereafter,  and  not  before,  issue  Form  1000  in  collecting  interest 
from  bonds  or  other  obligations  of  a  corporation  containing  a  so- 
called  tax-free  covenant  clause  in  the  same  manner  and  to  the  same 
extent  that  partnerships  are  authorized  to  use  that  form.  The  form 
should  bear  the  stamped  or  written  notation  "Approved  by  the  Treas- 
ury Department  as  personal  service  corporation  on  (date)." 


Section  221,  Article  366 :  "Form  of  certifi- 
cate where  no  withholding  required. 

(See  31-19-653 ;  sec.  256, art.  1078.)  Form  of  ownership  certificate 
required  from  nonresident  alien  bondholders  in  the  case  of  interest 
on  bonds  of  a  corporation  organized  in  the  United  States,  but  trans- 
acting no  business  and  owning  no  property  therein. 


Section  221,  Article  367 :  Use  of  substitute  6-20-732. 

certificates.  T.  D.  2967. 

The  final  edition  of  Kegulations  45  is  amended  by  changing  article 
3G7  to  read  as  follows : 

Art.  367.  Use  of  substitute  certificates. — Ilesident  collecting  agents  and  re- 
sponsible banks  and  bankers  receiving  interest  coupons  for  collection  with 
ownership  certlficatef;  attached,  may  present  the  coupons  with  the  original 
certificates  to  the  debtor  corporation  or  its  duly  authorized  withholding  agent 
for  collection  or  may  detach  and  forward  the  original  certificates  directly  to  the 
Commissioner,  provided  each  such  collecting  agent  shall  substitute  for  such 
original  certificates  its  own  certificates  (Form  1058,  revised,  or  Form  1059, 
revised)  and  shall  keep  a  complete  record  of  each  transaction,  showing  (a) 
serial  number  of  Item  received;  (&)  date  received;   (c)  name  and  address  oi 
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person  from  whom  received;  (d)  name  of  debtor  corporation;  (e)  claM  of 
bonds  from  which  coupons  were  cut  (whether  containing  a  tax-fee  covenant 
or  not)  ;  and  (/)  face  amount  of  coupons.  The  orii^inal  certificate  for  which 
the  certificate  of  the  collecting  agent  Is  substituted  shall  be  indorsed,  pre- 
ferably with  a  rubber  stamp,  by  the  collecting  agent  as  follows: 

Owner's  certificate  No. 


(Name  of  collecting  agent.) 

L_: ifl._. 

(Give  date  of  certtflcate.) 

« 

The  counterpart  of  the  within  certificate  bearing  lilte  number  was  attached 
to  the  coupons  within  mi»ntioned  for  delivery  to  the  debtor  or  withholding 
agent,  by  whom  the  couiwns  are  payable. 

For  the  purpose  of  identification  the  substitute  certificates  shall  be  numbered 
consecutively,  reverting  to  the  numeral  1  at  the  beginning  of  each  calendar 
year,  and  correspending  numbers  glTen  the  ortgHial  certificates  of  ownersMp. 
The  use  of  substitute  certificates  by  collecting  agents,  banks,  and  bankers  is  not 
permitted,  however.  In  the  case  of  ownership  certificates  presented  with  cou- 
'pons  for  collection  by  nonresident  alien  individuals,  partnerships,  or  corponi- 
tions. 


Section  221,  Akttcle  370 :  K«tum  of  tax  16-19-468. 

withheld.  O.  D,  25a 

Tax  erroneously  withheld  from  the  wages  of  a  nonresident  alien 
seaman  who  can  not  now  be  located  for  the  purpose  of  makii^  re- 
fund should  be  reported  on  the  annual  list  return,  Form  1042,  and 
paid  to  the  Government,  and  when  the  seaman  is  located  he  should 
be  advised  of  his  right  to  file  claim  for  refund. 


Section    221,   Artklb   371:   Withholding   in  ^1»-1I9. 

1918.  0. 811. 

Where  a  corporation  withheld  dcirmg  Hie  year  IdlS  tax  pursiiaDt 
to  the  Revenue  Acts  of  1916  and  1917  from  i<be  income  of  foreign 
corporations  not  having  an  office  or  place  of  business  in  the  United 
States,  and  such  withholdings  were  made  against  dividends  and 
bond  interest  paid  to  the  foreign  corporations,  only  such  sums  need 
be  returned  as  are  required  to  be  withheld  from  mcome  subject  to 
withholding  under  the  Revenue  Act  of  1918;  any  amounts  withheld 
under  the  Revenue  Acts  of  1916  and  1917  fixun  inooixie  not  subject 
to  withholding  under  the  Revenue  Act  of  1918  may  be  paid  over  to 
the  persons  from  whom  they  were  withheld. 


Section  221,  Article  372:  Release  of  excess 

tax  witlihdd. 

(See  S-19-196 ;  sec.  217,  art.  315.)  Effect  of  alien  filing  Form  «»T8 
or  its  equivalent  with  his  employer  on  or  before  the  last  day  of  tax- 
able year. 
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Section    221,   Akticle    375:  Withholding    in  7-20-742. 

the  case  of  enemies.  T.  D.  2969. 

Article  375,  Treasury  Department  Regalations  45,  is  hereby 
amended  to  read  as  follows : 

Payments  made  after  October  6, 1917,  to  the  AUen  Pn^erty  Oustodian  are  in 
the  same  category  as  payments  made  to  or  for  citizens  or  residents  of  tlie 
United  States.  Withholding  at  the  source  is  accordingly  unnecessary  except 
in  the  case  of  interest  imjTnents  on  corporate  bonds  or  other  obligations  con- 
taining a  tax-free  covenant  where  no  exemption  is  claimed.  The  Allen  Property 
Custodian  should  use  Form  1000,  revised,  in  collecting  interest  on  bonds  con- 
taining a  tax-free  covenant  and  in  all  other  cases  should  use  Form  1001,  re- 
vised, except  that  in  cases  in  which  tlie  Alien  Property  Custodian  shall,  under 
the  Trading- with-the-Enemy  Act,  demand  payment  to  himself  of  interest  accrued 
upon  bonds  or  other  securities  not  yet  reduced  to  his  custody  (even  though  they 
be  registered  in  the  name  of  an  enemy,  aUy  of  an  enemy,  or  his  agent  or 
trustee),  the  corporation  paying  such  income  to  the  Allen  Property  Custodian 
is  aiithorized  to  accept  from  the  Alien  Property  Cnstodlsn  ownership  certifi- 
cates. Forms  1000,  revised,  and  1001,  revised,  altered  by  the  snbstitntion  (in 
lieu  of  the  certificate  required  thereon)  of  a  certificate  that  the  AUen  Property 
Custodian  is  entitled  to  the  interest  entered  therein  with  or  without  deduction 
of  tax,  as  the  case  may  he.  No  distinction  Is  to  be  made  between  paj-ments 
directly  to  the  Alien  Property  Oustodian  and  to  his  clepositaries  and  between 
interest  on  registered  bonds  and  interest  on  coupon  bonds.  In  tlie  case  of 
enemies  or  aBies  of  enemies  holding  a  license  granted  under  tlie  provisions  of 
the  Trading- with-the-Enemy  Act,  withholding  is  required  as  in  tl>e  case  of  any 
nonresident  aUen  not  an  enemy  or  ally  of  enemy.     <See  art  446.) 


Section  221,  Article  376:  Return  of  income 
from  which  tax  withheld. 

(See  8-20-758;  sec.  250,  art.  1004.)  Assessment  of  ad  valorem 
penalties  in  cases  of  delinquent  and  fraiululent  retums  rendered  by 
withholding  agents. 

1^30-812. 
O.  D.  423. 

The  amount  of  normal  income  tax  paid  at  the  source  hy  a  debtor 
corporation  in  behalf  of  a  bondholder  may  be  credited  against  the 
total  tax  due  from  the  bondholder  even  though  he  may  be  liable 
to  surtax  only. 


SECTION  222.— CREDIT  FOR  TAXES. 

Sectk^k  222,  AsTKSJR  881 :  Analysis  of  credit  2&-19-593. 

for  taxes.  *  O.  D.  317. 

Income  and  war  profits  taxes  jmid  to  a  f  oredgn  country  by  a  oitizen 
cj€  the  United  States  residine"  in  such  foreign  country  on  income  from 
sources  within  tJie  United  states  can  not  be  treated  as  a  credit  for 
taxes  under  section  222.  SfQch  taxes  are  deductible  under  section 
214(ii)  S  in  ooBipciting  itrt  inoocae  in  hisictcBii  tothe  United  States. 
(Also  sec.  214<m)  5,  art.  131.) 


<S»  5^2(^088;  sec  214<a)  S,  ant.  ISl.)     Tax  imposed  %  the  Re- 
p«dblic  of  Cdba  on  corporatio^jDipBrat^g  sugar  plantations  in  Cuba. 
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O-20-720. 
O.  D.  393. 

Alien  residents  of  the  United  States  who  are  citizens  or  subjects  oi 
Canada  are  entitled  to  credit  against  their  tax  liability  to  the  United 
States  the  amount  of  income,  war  profits,  and  excess  profits  taxes 
paid  to  the  Canadian  Government  on  income  from  sources  within 
Canada,  since  the  Canadian  Government  in  imposing  an  income  tax 
allows  a  similar  credit  to  citizens  of  the  United  States  residing  in 
Canada. 


7-20-743. 
O.  987. 

Any  income,  war  profits,  or  excess  profits  taxes  paid  by  a  citizen 
of  the  United  States  in  1918  to  a  foreign  country,  with  respect  to 
income  received  from  sources  therein,  are  an  allowable  credit  under 
section  222(a)  of  the  Bevenue  Act  of  1918  against  the  amount  of 
the  tax  due  to  the  United  States  for  that  year,  provided  the  tax- 
paj^er's  books  of  account  are  kept  on  a  cash  receipt  and  payment 
basis  and  a  return  is  rendered  on  that  basis;  if  the  taxpayer's  books 
are  kept  on  an  accrual  basis,  and  his  returns  are  so  rendered,  the  credit 
for  taxes  paid  to  a  foreign  country  on  income  received  from  sources 
therein  will  be  limited  to  taxes  accrued  in  the  taxable  year  for  which 
the  return  is  rendered. 


ia-20-813. 
O.  D.  424. 

Alien  residents  of  the  United  States  who  are  citizens  or  subjects 
of  the  British  colony  of  Jamaica  are  not  entitled  to  credit  against 
their  tax  liability  to  the  United  States  the  amount  of  income  taxes 
paid  to  the  government  of  Jamaica,  since  Jamaica  in  impo^ng  an 
income  tax  does  not  allow  a  similar  credit  to  citizens  of  the  United 
States  residing  in  that  country. 


Section  222,  Article  383 :  Conditions  of  allowance  of        12-19-407. 
credit.  O.D.232. 

Where  under  a  foreign  income  tax  law  corporations  are  required 
to  withhold  a  fixed  percentage  of  the  total  amount  of  dividends  paid 
to  the  stockholders  in  this  country,  such  tax  being  withheld  in  a  lump 
sum,  although  imposed  ugon  the  individual  stocldiolders,  the  amounts 
withheld  not  being  itemized  by  the  foreign  government,  in  lieu  of  the 
individual  tax  receipts  required  to  be  attached  to  Form  1116,  the  tax- 
payer may  attach  to  the  return  on  Form  1116  his  affidavit  showing 
the  number  of  shares  held  during  the  year,  whether  or  not  any  of  the 
shares  held  by  him  were  acquired  or  sold  during  the  year,  giving 
dates  and  number  of  shares  so  acquired  or  sold ;  the  total  number  of 
shares  outstanding  on  which  the  dividend  was  declared,  regardless 
of  whether  the  dividend  was  paid  to  citizens  of  the  United  States  or 
other  Governments ;  and  the  total  dividends  paid  or  accrued  on  such 
shares  during  the  year,  and  attach  to  and  make  a  part  of  such  affi- , 
davit  a  certified  copy  of  the  tax  receipts  from  the  foreign  tax  col-' 
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lector  showing  the  payment  of  the  tax  en  bloc,  with  copies  of  any 
other  documents  which  he  may  have  that  will  serve  to  corroborate 
^the  facts  set  forth  in  such  affidavit. 

The  amount  of  the  credit  claimed  should  be  computed  by  dividing 
the  total  tax  withheld  by  the  total  number  of  shares  of  the  corpora- 
tion outstanding  and  multiplying  this  result  by  the  number  of  shares 
held  during  the  entire  year.  In  the  event  that  any  of  the  shares  were 
acquired  or  disposed  of  during  the  year,  an  adjustment  should  be 
made  showing  the  amount  of  taxes  properly  allocated  to  the  divi- 
dends received  after  acquisition  or  before  disposition  of  the  stock. 
(Also  sec.  238,  art.  611.) 


SECTION  223.— INDIVIDUAL  RETUBNS. 

Section  228,  Article  401 :  Individual  returns.  1-19^78. 

O.  D.  57. 

Where  the  property  of  an  alien  enemy  has  been  taken  over  by 
the  Alien  Property  Custodian  in  accordance  with  the  provisions  of 
the  Trading- with-the-Enemy  Act,  and  the  individual  has  executed  a 
return  but  has  no  funds  out  of  which  to  pay  the  amount  of  tax 
shown,  the  return  should  be  filed  with  the  collector  of  internal 
revenue  for  his  district  as  required  by  law.  The  individual  in  such 
case  can  not  be  held  responsible  for  failure  to  pay  his  income  tax. 
The  amount  of  tax  is  a  debt  due  the  United  States  Government  which 
will  be  considered  along  with  those  of  other  creditors  in  the  final 
disposition. 

(See  7-19-297 ;  sec.  219,  art.  341.)    Return  of  bankrupt  individual 


21-19-628. 
O.  D.  285. 

A  husband  and  wife  can  not  divide  the  salary  of  the  husband 
for  the  purpose  of  reporting  such  salary  in  separate  returns  for 
income  tax  purposes.  Income  received  by  the  husband,  such  as  rents 
and  interest  from  property  owned  by  him  prior  to  his  marriage,  must 
be  reported  by  the  husband  after  marriage,  even  though  the  wife  is 
given  a  one-half  interest  therein  by  the  community  property  law  of 
the  State.     (Modified  by  13-20-815,  sec.  223,  art.  401.) 


30-19-643. 
O.  D.  347. 

|f  a  taxpayer  has  filed  a  tentative  return  for  any  taxable  year  or 
has  paid  any  amount  to  a  collector  of  internal  revenue  on  tne  sup- 
position that  he  will  be  liable  for  payment  of  tax,  and  later  finds 
that  his  income  was  insufficient  to  require  a  return,  a  statement 
under  oath  to  that  effect  should  be  filed  in  lieu  of  a  complete  return. 
If  the  taxpayer  desires  to  file  a  claim  for  refund  of  the  amouiA 
erroneously  paid,  a  complete  return  will  be  required.  (Also  sec.  252, 
art  1036.) 


ia-20-814. 
O.  D.  425. 
An  oral  agreement  whereby  one  of  a  number  of  brothers  and  sis- 
ters acts  as  agent  for  all  ox  them  in  managing  property  held  by* 
them  as  tenants  in  common  under  the  f  ather^s  wul,  and  in  distribui- 
ing  die  income  therefrom,  is  not  a  lej^l  trust  for  income  tax  pur- 
poses,  nor  is  the  agent  a  fiduciary.  £2adi  princi{)al  should  file  a 
s^arate  return,  including  therein  nis  share  of  the  income  from  the 
jsraperty  and  claiming  a  proportionate  shar^  of  any  allowable  de- 
ductions. 

13-20-815. 
O.  D.  426. 

COMMU^flTr  PSOCSlBTr  IN  TEXAS  AND  WASHINGTOSr. 

A  husband  and  wife  may  not  divide  the  salary  of  the  husband  or 
of  the  wife  for  the  purpose  of  reporting  such  salary  in  separate  • 
returns  for  income  tax  purposes. 

Under  the  laws  of  Texas  and  Washington  property  owned  by  the 
husband  or  wife  prior  to  maoriage  remains  tl^  sej^arate  estate  of  the 
owner.  Accordingly  income,  such  as  rents  and  unrest  from  such 
property,  should  oe  reported  by  flie  husband  or  wife  separately 
after  marriage. 

The  legal  owners  of  community  properly  (property  acquired  after 
marriage)  in  the  States  of  Texas  and  Wa^ington  are  the  husband 
and  wife  jointly  in  equal  shaires,  and  the  income  accruing  tberefrom 
is  the  joint  income  of  the  husband  and  wife,  in  which  each  is  entitled 
to  one-half.  Such  income  may  therefore  be  divided  for  income  tax 
purposes  and  the  husband  and  wife  may  each  report  in  separate 
retiuiis  one-half  thereof.  This  is  held  to  be  true  notwithstanding 
that  in  law  the  husband  is  given  the  right  to  manage  and  control 
community  property  the  same  as  his  separate  estate,  and  that  as 
regards  personal  property  he,  and  he  alone,  may  dispose  of  it.  (Rul- 
ing 21-19-528,  sec.  223,  art.  401,  modified.) 


Section  223,  Abtigle  404:  Eeturn  of  incQime-ef 
nom^sideizt  alien. 

(See  2-19-158;  sec.  221,  art.  S63.)     Return  to  ac^joaaopany  dfdm 
for  excess  tax  withheld. 


(See  12-20-798 ;  sec.  225,  art.  425.)  Liability  of  resident  fiduciary 
for  surtax  on  income  received  for  nonresident  alien  beneficiary  when 
return  is  made  by  the  beneficiary.     (Revenue  Acts-of  1916  and  I&IT.) 


Seca^iON    223,    Article    406:    Verification   ^  8-19-8^ 

-  returns.  O.D,18d. 

Amencan  citiisens  in  Ohina,  wlien  ereci^ing  their  iacoiiie  tas  «e^ 
turns,  may,  when  the  services  of  a  notary  are  not  available.,  tftta^  !• 
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tlieir  returns  Consalar  Form  180,  pit^perly  adapted  and  made  a  part 
of  their  tax  return. 


29-19-629. 
T.  D.  2951. 

Article  406  of  Regulations  46  is  hereby  amended  to  read  as  follows : 

Art.  406.  Verifictirtion  of  returns, — ^All  income  tax  returns  must  be  verlfieil 
under  oath  or  affirmation,  before  an  offi<*r  duly  authorized  to  administer 
oatlis  elttier  by  the  laws  of  the  United  States  or  by  the  laws  of  the  State  or 
Territory  where  sadi  officer  resides.  Persons  in  the  naval  or  military  service 
of  the  United  States  may  verify  their  returns  before  any  official  authorized  to 
administer  oaths  for  the  purposes  of  these  services.  Income  tax  returns  exe- 
cuted abroad  may  be  attested  free  of  charge  before  United  States  consular 
officers.  Where  a  foreign  notary  or  other  official  liaving  no  seal  i^all  act  as 
attesting  officer,  the  authority  of  such  attesting  officer  shall  be  certified  to  by 
some  judicial  official  or  other  proper  officer  having  knowledge  of  the  appoint- 
ment and  official  character  of  the  attesting  officer. 


SECTION  224,— PARTNERSHIP  RETURNS. 

13-19-408. 
Sbgtiok  224,  Abticle  411 :  PartnersJiip  returns.  O.  D.  228. 

As  the  death  or  withdrawal  of  a  pailner  ordinarily  dissolves  the 
partnership,  a  re<4im  would  be  required  covering  the  period  from 
the  beginning  of  the  paiiinership's  taxable  year  to  tiie  date  of  its 
dissolution.  If  the  business  of  me  partnership  is  continued  as  such, 
a  new  accounting  period  would  be  established  upon  the  necessary 
reorganization  of  the  partnership,  und  its  next  return  sliould  cover 
the  period  from  the  date  of  reorganization  until  the  end  of  the 
taxable  year. 


SECTION  225.— FIDUCIARY  RETURNS. 

1-19-79. 
Section  225,  Ajsticxe  4S1:  Fiduciary  retams.  O.D.58. 

A  fiduciary  should  file  Form  1040  for  nonresident  alien  b«ie- 
ficiary,  even  though  the  individual's  distributive  sJiare  of  income  is 
derived  from  dividends  and  is  less  than  $5,000. 


(See  7-19-297;  sec.  219,  art.  341.)     Trustees  in  bankruptcy  re- 
quired to  file  return  of  net  income  for  bankrupt's  estate. 


ia_19u-860. 
O,  D,  208. 

A  fiduciary  who  is  also  the  beneficiary  of  the  trust  should  file 
a  rtturn  for  the  estate  or  trust,  and  should  also  file  an  individual 
return  showing  his  entire  income  derived  from  the  estate  and  from 
all  other  souives.     (Also  sec.  213(a),  art.  31.) 
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(See  10-20-780;  sec.  219,  art.  345.)     Duty  of  trustees  to  make 
returns  upon  all  income  from  trust. 


Section  225,  Artico:  425:  Betum  for  noa-  28-19-547. 

resident  alien  beneficiary.  O.  D.  292. 

The  ancillary  executor  of  the  estate  of  a  nonresident  alien  should 
make  returns  for  the  estate  and  pay  the  taxes  due,  as  agent  of  the 
foreign  executor,  and  file  personal  returns  for  1918  for  each  non- 
resident alien  beneficiary  on  Forms  1040,  revised,  or  1040A,  revised; 
also  a  withholding  return  on  Form  1042,  revised,  accompanied  by 
Certificate  1098,  revised.    (Also  sec.  219,  art.  341.) 


11-20-785. 
T.  D.  2988. 

REVENUE  ACT  OF   1917. 

Paragraph  200  of  article  29,  Regulations  83,  revised,  is  hereby 
amended  to  read  as  follows : 

Nonresident  alien  beneficiary. — Where  a  fiduciary  iB  the  United  States  Is  the 
recipient  of  trust  iuconie  for  which  there  is  but  one  beneficiary  and  that  bene- 
ficiary a  nonresident  alien,  the  fiduciary  will  be  required  to  make  full  and  com- 
plete return  on  income  tax  Form  1040,  or  1040A,  as  the  case  may  be,  for  this  trust 
Income  on  behalf  of  the  nonresident  alien,  and  pay  any  and  all  normal  tax  found 
by  such  return  to  be  due,  and  any  and  all  surtax  provided  the  Income  is  not 
returned  for  the  purpose  of  the  tax  by  the  beneficiary.  Where  there  are  two  or 
more  beneficiaries,  one  or  all  of  whom  are  nonresident  aliens,  the  fiduciary 
shall  render  a  return  on  Form  1041,  and  a  personal  return  on  Form  1040,  or 
1040A,  for  each  nonresident  alien  beneficiary. 


12-20-798. 
0. 1011. 


RULING  UNDER  REVENUE  ACTS  OF  1916  AND  1917. 


A  resident  fiduciary  is  not  liable  for  surtax  on  the  income  which 
it  received  as  trustee  for  a  nonresident  alien  beneficiary,  under  the 
Revenue  Act  of  1917,  provided  the  income  was  returned  for  the  pur- 
pose of  the  tax  by  the  beneficiary.    (Also  sec.  223,  art.  404.) 


SECTION  226.— RETURNS  WHEN  ACCOUNTING 

PERIOD  CHANGED. 

Section  226,  Article  431:  Returns  when  ao-  16-20-853. 

counting  period  changed.  O.  D.  456. 

An  alien  who  arrived  in  the  United  States  on  September  1, 191^? 
and  who  actually  keeps  his  books  of  account  on  a  fiscal  year  basis 
ending  August  31,  is  required  to  render  a  return  on  the  basis  of  a 
fiscal  year  ending  August  31. 

Notice  that  he  maintains  an  accounting  period  for  the  fiscal  year 
ending  August  31,  should  be  given  to  the  collector  of  internal  revenue 
for  the  district  in  which  the  alien  resides. 
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SECTION  227.— TIME  AND  PLACE  FOR  FILING 

RETURN. 

Section  227,  Article  443:  Extension  of  time  24-19-570. 

by  collector.  T.  D.  2I&85. 

Article  443  of  Regulations  45  is  hereby  amended  to  read  as  follows : 

Art.  443.  ExtenMon  of  time  hy  collector. — It  is  important  that  the  taxpayer 
render  before  the  return  due  date  a  return  as  complete  and  final  as  -it  is  pos- 
sible for  him  to  prepare.  However,  in  cases  of  sickness  or  absence  collectors 
are  authorized  to  grant  an  extension  of  not  exceeding  30  days  where  in  their 
judgment  such  further  time  is  actually  required  for  the  making  of  an  accurate 
return.  (See  art.  1002.)  The  application  for  such  extension  must  be  made 
prior  to  the  expiration  of  the  period  for  wliich  the  extension  is  desired.  The 
absence  or  sickness  of  one  or  more-  officers  of  a  corporation  at  the  tiine  the 
return  is  required  to  be  filed  will  not  be  accepted  as  a  reasonable  cause  for 
failure  to  file  the  return  within  the  prescribed  time  unless  it  is  satisfactorily 
shown  that  there  were  no  other  principal  officers  available  and  sufficiently  in- 
formed as  to  the  affairs  of  the  corporation  to  make  and  verify  the  return.  As 
a  condition  of  granting  an  extension  of  time  for  filing  a  return  the  collector 
may  require  the  submission  of  a  tentative  return  and  estimate  of  the  tax  on 
Form  1040-T  in  the  case  of  individuals,  or  on  Form  1031-T  in  the  case  of  cor- 
porations; and  the  payment  of  one-fourth  of  the  estimated  amount  of  tax. 
Where  a  taxpayer  has  filed  a  tentative  return  and  has  failed  to  file  a  complete 
return  within  the  period  of  the  extension  requested  by  him,  the  complete  return 
when  filed  is  subject  to  penalties  prescribed  for  delinquency.  Where  a  tentative 
return  has  been  filed  and  no  time  has  been  fixed  within  which  a  complete  return 
must  be  filed,  the  collector  may  at  any  time  send  notice  to  the  taxpayer  to  file 
a  complete  return 'within  a  period  of  time  therein  specified  by  him,  and  a  tax- 
payer who  fails  to  comply  with  such  request  will  incur  the  penalties  prescribed 
by  statute  for  delinquency  in  filing  a  return. 


4r-20-707. 
M.  2383. 

The  acceptance  of  tentative  returns  and  the  use  of  Forms  1040-T 
and  1031-T  will  not  be  permitted  in  the  case  of  taxpayers  filing  re- 
turns for  the  calendar  year  1919  or  for  a  fiscal  year  ending  in  1920 
except  in  extraordinary  cases  on  the  specific  authorization  of  the 
Commissioner.  Any  request  for  permission  to  file  tentative  returns 
in  such  cases  should  be  addressea  to  the  Commissioner  and  should 
state  clearly  the  reasons  why  it  is  impossible  to  file  complete  returns 
on  time.  In  cases  of  sickness  or  absence,  collectors  have  authority 
to  grant  extensions  of  time  not  to  exceed  80  days. 

In  meritorious  cases  collectors  may  extend  the  privilege  of  filing 
tentative  income  and  profits  tax  returns  on  Forms  1040-T  and 
1031-T  to  taxpayers  reporting  for  a  fiscal  year  ending  prior  to  De- 
cember 31,  1919,  on  condition  that  one-fourth  the  estimated  tax  is 
paid  at  the  time  of  filing  such  returns.  In  these  cases  a  reasonable 
extension  of  time  for  filing  the  completed  returns  will  be  granted  by 
the  Commissioner  upon  request  of  the  taxpayers  showing  the  reasons 
why  completed  returns  could  not  be  filed  on  time. 


Section  227,  Article  444:  Extension  of  time  11-20-780. 

by  Conmiissioner.  M.  2420. 

Collectors  of  internal  revenue  are  authorized  to  accept  tentative 
corporation  returns  on  Form  1120  for  the  calendar  year  1919  on  or 
before  March  15,  1920.    Each  return  must  be  accompanied  by  at 


136 

« 

least  one-f  oarth  of  the  estimated  amoont  of  tax  due,  reasons  "why  a 
complete  return  can  not  be  filed  witkin  the  prescribed  time,  and  a 
formal  request  for  an  extension  of  time.  Any  deficiency  in  the  first 
instalknent  of  tax  will  bear  interest  at  6  per  cent  i>er  annum.  An 
extension  of  time  to  May  15, 1920,  is  granted  to  corporatknis  in  such 
cases  within  which  to  file  complete  returns.  No  further  extension 
will  be  granted  except  in  extraordinary  cases  and  upon  proper  appli- 
cation to  the  Commissioner.     (Also  sec.  241,  art.  651.) 


Section  227,  Article  445:  Extension  of  time  2-19-^100. 

in  the  case  of  persons  abroad.  0. 809. 

Where  persons  abroad  or  foreign  corporaitions  take  advantage 
of  the  extension  of  time  granted  for  the  payment  of  tax,  in  article 
446,  Regulations  46,  interest  is  not  collectiole  at  the  rate  of  one-half 
of  1  per  cent  from  such  person  or  foreign  corporation  from  the  time 
the  tax  would  have  been  due  if  no  extension  nail  been  granted. 


3-19-199. 
T.  D.  2844. 

Article  445,  final  edition  of  Segulations  45,  amended  to  permit 
taxpayers  residing  or  traveling  abroad  to  pay  at  the  time  of  filing 
returns  only  the  installments  of  tax  past  due  without  interest  at  &e 
rate  of  one-half  of  1  per  cent  per  montii  and  other  installments  as 
they  fall  due. 

"  14-20-839. 

O.  D.  443. 

Article  445, Regulations  45  (art. 448  in  preliminary  edition), grant- 
ing an  extensdon  of  time  for  filing  returns,  for  1918  and  subsequent 
years  in  cases  of  persons  abroad  is  held  to  apply  also  to  domestie 
corporations  transacting  their  business  and  seeping  their  records 
and  books  of  acooimt  abroad. 


Part  III. — ^OoRPORAnoNa 

SECTION  230.— TAX  ON  CORPORATIONS. 

Section  280,  AsncLB  508 :  Corporations  liable  4-4^227. 

to  tax.  S.  1001. 

Wliere  the  holders  of  the  entire  c<Hnmon  stock  of  a  corporation 
agree  to  pool  their  stock  interests  and  share  in  a  certain  portion  of 
the  profits  accruing  to  the  corporation  according  to  a  fixed  arbitrarr 
percentage  rather  than  in  proportion  to  their  respective  stock  hola- 
ings,  the  corporation  is  still  taxable  as  such  and  is  not  to  be  treated 
as  a  partnership  for  purposes  of  the  income  tax. 


(See  10-19-351 ;  sec.  1,  art  1504.)    When  trusts  taxed  as  corpora- 
tions. 

( See  11-19-^6 ;  sec.  283,  art.  541 . )    Gains  derived  from  the  4sale  of 
a  corporation's  assets  with  a  view  to  its  liquidation. 


1^ 

SECTION  281.— CONDITIONAL  AND  OTHBS 

EXEMPTIONS. 

Segtiok  231,  Article  511:  Proof  of  jbxsxx^  1-19--85. 

tioa.  •  O.  D.  60. 

A  railroad  cempaaiy  which  tttms  aH  of  its  income  over  to  a  chari- 
table indtitotion  as  a  dividend  does  not  oome  within  the  provision 
of  section  381  (12),  as  it  is  actively  engaged  in  the  operation  of  a 
railroad  system. 


7-19-300 
O.  D.  177. 

A  corporation  managed  by  five  trustees,  operating  a  t1)^ater  build- 
ing erected  as  a  memorial,  the  net  income  from  which  'is  to  be  turned 
over  to  a  city,  for  its  use  and  benefit,  is  not  one  organized  for  the. 
"  exclusive  purpose  of  holding  title  to  property,  collecting  income 
therefrom,  and  turcring  over  I3ie  entire  amount  thereof  less  expenses 
to  an  organization  which  itself  is  exempt  from  income  tax,*"  and  is 
required  to  file  returns  of  ammal  net  mcome  and  to  pay  any  tax 
thOTeby  -shown  to  be  due. 


8-19-828. 
O.  D.  19^. 

In  dealing  with  cases  coming  under  section  281,  the  <!ihara^^r  of 
the  corporation  must  be  judged  by  its  articles  of  incorporation,  con- 
stitution, and  by-laws  i*ather  than  by  the  declarations  ^f  ks  officers 
or  the  method  by  which  it  conducts  or  has  conducted  its  business. 
Accordingly,  if  the  activities  of  a  company  are  confined  to  coopera- 
tive Belling  for  the  benefit  of  its  patrons,  but  it  is  granted  additional 
powers  by  its  charter,  it  will  nevertheless  be  required  to  file  returns 
and  j)ay  the  tax  i  f  anj  shown  to  be  due. 


aaaodstiuoBB.  4S.li40. 

INOOMETAX. — ^AOrS  OF  OCTOBER  8,  1918,SEPTBHB]SB  8,  1916,  AND  FEBRUABY 

24,  1910. 

Building  and  loan  associations:  Where  a  building  and  loan  asso- 
ciatian  h»&  no  4>thdT  leatunes  whioh  render  it  liable  %o  income  tax, 
it  wiU  ordjaaaadly  not  be  ^nbjeot  to  tax  mietfity  because — 

(a)  It  has  paid-up  slmree  which  are  ^(u)  pmi^rred  ^9r  to  ^eammgs^ 
and  {b}  have  a  de&iite  rafte  of  interest  which  may  be  higher  tbaai 
the  ra^  «tf  dividends  paid  ^m  ^ot^er  stock  '(Pot^  View  SmMing  ^ 
Lmm  JL^aociation  v.  mroU,  2^  f^ed.,  ^876  ^  €.  C  A.,  MO  F^.,  OT7:; 
T.  D.  1941) ;  or 

(6)  Its  balance  sheets  show  that  it  is  lending  considerable  suma^ 
to  nonmembers  {Central  BuUdingj  Loan  cfe  Savings  Co,  v.  Bowland^ ' 
K&A  MeUefantaine  Bu94mg  Jk  JL^un  €^.  w.  McMctAefL,  216  Fied^ 
526);  or 
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(c)  It  is  a  rep^iilar  borrower  of  large  sums  of  money  which  it  uses 
for  loans  to  members,  the  dues  paid  b;^  members  being  entirely 
inadequate  for  the  business  transacted  by  it  (BeUefontaine  Building 
cfe  Loan  Co.  v.  McMaken^  216  Fed.,  526,  supra). 

Where  a  building  and  loan  association  has  an  amount  of  'paid-up 
capital  which  is  so  large  as  to  be  entirely  out  of  proportion  to  the 
amount  of  running  shares  on  which  members  are  paying,  it  may  or 
may  not  be  liable  to  income  tax,  the  liability  to  tax  of  such  an  insti- 
tution depending  upon  the  facts  of  the  particular  case. 


Section  231,  Article  517:  Religious,  charitable,  8-19-329. 

scientific,  and  educational  corporations.  T.  B.  B.  33. 

The  word  "private"  in  section  231,  subdivision  6,  refers  to  a 
stockholder  or  individual  in  his  private  capacity  as  distinguished 
from  a  public  capacity.  Dividends  inure  to  a  stockholder  in  his 
private  capacity  when  they  iaure.to  him  separate  from  the  public 
and  not  as  an  official  or  representative  of  the  public. 

A  corporation  conducting  an  educational  institution  all  of  whose 
stockholders  are  directors  in  the  company,  and  which  pays  dividends 
to  its  stockholders,  the  surplus  earnings  over  a  fixea  rate  paid  as 
dividends  being  invested  as  they  accrue  in  grounds,  buildings,  and 
equipment  needed  in  the  business,  is  not  exempt  from  taxation  on 
the  ground  that  its  stockholders  are  official  stockholders  and  not 
private  stockholders. 

(See  23-19-^46;  sec.  214(a)  11,  art.  251.)  Musical  association 
not  organized  for  profit. 

28-19-548. 
O.  D.  293. 

An  incorporated  educational  institution  whose  only  source  of  in- 
come is  from  tuition  and  sale  of  uniforms  and  supplies  to  its  stu- 
dents, and  no  part  of  the  net  income  of  which  is  distributed  as  divi- 
dends, but  is  expended  in  acquiring  additional  buildings  and  equip- 
ment, is  not  entitled  to  exemption.  The  corporation  is  considered  as 
capitalizing  its  earnings  by  acquiring  new  buildings  and  equipment. 


29-19-^SO. 
O.  D.  340. 

An  organization  incorporated  for  the  purpose  of  establishing  and 
maintaining  a  day  nursery  for  young  children  whose  parents  are 
obliged  to  work  and  have  no  means  to  provide  care  for  their  children 
during  the  day,  and  deriving  its  income  from  subscriptions  and  dona- 
tions, and  a  small  amount  from  securities,  all  of  which  is  used  in 
promoting  the  activities  of  the  nursery,  is  exempt  from  taxation 
under  section  231  (6)  of  the  Revenue  Act  of  1918. 


(See  5-20-716;  sec.  214(a)    11,  art.  251.)     Community' Service 
/(Inc.),  an  exempt  corporation. 


^^ 
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(See  8-20-755;  sec.  214(a)  11,  art.  251.)  Status  of  corporations 

organized    for    erecting    and    maintaining  monuments    and    like 

memorials.  • 


11-20^786. 
A.  K.  M.  36. 

A  corporation  was  organized  for  the  purpose  of  acquiring  and 
holding  title  to  land  and  erecting  thereon  suitable  buildings  for  con- 
ducting an  assembly  or  chautauqua,  religious,  educational,  and 
recreational  in  character.  It  derives  income  from  ground  rentals, 
sales  of  tickets,  advertising  space,  hotel  accommodations,  etc  All 
expenditures  made  are  in  connection  with  hiring  talent  and  enter- 
tainment and  the  upkeep  of  buildings  and  groimds.  It  is  stated  that 
none  of  the  income  is  paid  to  any  stockholder  or  individual,  but  the 
articles  of  incorporation  and  the  by-laws  do  not  prohibit  the  pay- 
ment of  dividends.  Apparently,  if  the  corporation  goes  out  of  ex- 
istence, its  stockholders  would  benefit  directly  through  the  dis- 
tribution of  the  assets,  as  well  as  through  the  ^appreciation  of  such 
assets  since  their  acquisition  by  the  corporation. 

Held  that  the  corporation  does  not  come  w^ithin  the  provisions  of 
section  .231  (6),  Revenue  Act  of  1918,  and  is  required  to  file  returns 
and  pay  any  tax  shdwn  to  be  due. 


1-19-86. 
Section  231,  Articxe  518:  Business  leagues.  O.  D.  61. 

An  unincorporated  association  formed  for  the  purpose  of  ascer- 
taining the  causes  of  losses  sustained  through  navigation  of  vessels 
belonging  to  its  members,  thereby  reducing  such  losses,  any  excess  of 
fees,  assessments,  and  interest  received  over  current  expenses  and 
losses  sustained  by  members  being  returned  to  members  on  a  pro  rata 
basis,  is  exempt  from  taxation  and  not  required  to  file  returns. 


14-20-834. 
Section  231,  Article  619 :  Civic  leagues.  O.  D.  439. 

The  American  Legion  is  a  civic  organization  operated  without 
profit  exclusively  for  the  promotion,  of  social  welfare,  and  as  such  is 
exempt  from  taxation  under  section  231  (8)  of  the  Revenue  Act  of 
1918.  Individuals  may  not  deduct  contributions  to  the  Legion  in 
their  returns,  since  it  does  not  come  within  the  meaning  of  any  of  the 
organizations  mentioned  in  section  214(a)  11  of  the  Act.  (Also  sec. 
214(a)  11,  art.  251.) 

1-19-81. 
Section  231,  Article  520:  Social  clubs.  S.  958. 

A  provision  in  the  by-laws  of  a  country  club,  that,  in  the  event 
of  the  dissolution  of  the  club,  the  holder  of  a  life  membership  shall 
participate  in  the  distribution  of  the  assets  of  the  club  aiter  its 
other  debts  are  paid  and  before  any  sums  are  paid  to  either  regular 
members  or  shareholders,  is  not  alone  sufficient  to  make  the  club 
liable  to  render  income  tax  returns. 
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expense,  provided  the  amount  so  paid  is  reasonable,  considering  the 
yalue  of  the  invention  and  its  salabilitv  in  the  open  market.  Any 
payment  so  made  in  excess  of  a  reasonable  amount,  taking  into  con- 
sideration all  of  the  facts  in  the  particular  case,  would  represent  a 
distribution  of  profits,  and  consequently  would  not  be  deductible. 


2-19-161 
Section  234,  Article  562 :  Donations.  S.  965. 

A  corporation  may  not  deduct  the  amount  paid  into  apension 
fund  for  the  benefit  of  its  employees  in  the  taxable  year.  This  rule 
obtains,  although  the  corporation  constitutes  itself  a  trustee  of  the 
sum  contributed  to  pay  the  income  thereof  to  its  employees,  but 
reserving  absolute  discretion  as  to  the  selection  of  the  employees  to 
be  benented. 


2-19^165. 
O.D.llO. 

Donations  by  a  corporation  to  a  pension  fund  for  the  benefit  of 
its  officers  and  employees,  the  fund  being  organized  entirely  separate 
and  distinct  from  the  corporation,  having  its  own  set  of  books,  mak- 
ing its  own  investments,  and  paying  its  own  expenses,  legal  title  of 
which  does  not  remain  in  the  corporation,  are  deemed  to  be  donations 
to  a  charitable  institution  conducted  for  the  benefit  of  the  corpora- 
tion's employees  or  their  dependents,  representing  a  consideration 
for  a  benefit  flowing  directly  to  the  corporation  as  an  incident  of  its 
business,  and  are  allowable  deductions  from  gross  inc<Hne  in  deter- 
mining net  income  subject  to  tax. 


4-19-229. 
T.  D.  2847. 

Corporations  are  not  entitled  to  deduct  from  ^ss  income  the 
amount  of  contributions  to  religious,  charitable,  scientific,  or  educa- 
tional corporations  or  associations,  even  though^  such  contributions 
may  be  made  to  the  Bed  Cross  or  other  war  activities. 


Section   284,   Article   568:    Sale   of   capital  2-19-166. 

stock,  bonds,  and  capital  assets.  O.  D.  HI. 

A  corporation  which  issued  its  bonds  at  a  discount  and  improperly 
charged  the  discount  to  profit  and  loss  may  correct  its  books  to  show 
the  discount  treated  as  interest  paid  in  advance,  to  be  amortized 
over  the  life  of  the  bonds.  Amended  returns  reflecting  correction 
in  the  books  may  be  filed. 

1-19-99. 
Section  284,  Abticlb  566 :  Tax  on  bank  stock.  O.  D.  70. 

Trust  companies,  building  and  loan  associations,  and  State  savings 
banks  organized  under  the  laws  of  the  State  of  Oregon  are  not  al- 
lowed to  deduct  from  gross  income  taxes  paid  upon  the  value  of  their 
"hares  of  stock. 
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7-19-302. 
O.  858. 

Where  a  corporation  is  a  stockholder  in  a  bank  or  other  corpora- 
tion which  is  re<iuired  by  law  to  pay  taxes  assessed  on  the  value  of  its 
shares  of  stock  in  the  hands  of  the  holders  or  owners,  the  stockholder 
corporation  may  deduct  the  amount  paid  on  its  behalf,  but  such  taxes 
are  considered  additional  dividends,  and  must  be  included  in  divi- 
dends received  if  the  tax  is  allowed  as  a  deduction  in  computing  net 
income.    (1918  Act.) 

9-19-344. 
O.  D.  199. 

Article  566  of  Eegulations  45  has  special  reference  to  individual 
stockholders,  but  is  equally  applicable  in  the  case  of  corporation 
stockholders.     . 

Section  234,  Article  569:  Required  addition  '  1-19-96. 

to  reserve  funds  of  insurance  companies.  0. 799. 

A*  life  insurance  company  which  maintains  a  reserve  to  liquidate 
coupons  left  with  the  company  to  accumulate  at  interest  and  accrued 
interest  thereon  is  entitled  to  deduct  from  gross  income  in  its  annual 
tax  returns  the  net  addition  made  each  year  to  such  fund. 


3-19-202. 
O.  815. 

A  law  requiring  casualty  companies  to  establish  certain  reserves 
is  to  be  construed  as  applying  to  companies  issuing  exclusively  health 
and  accident  policies,  unless  the  terms  of  the  law  are  such  as  to  indi- 
cate they  are  not  to  be  included  in  that  term,  or  unless  they  are  held 
not  to  be  included  in  that  term  by  the  courts  of  the  jurisdiction  in 
which  that  law  was  promulgated. 


13-20-816. 
O.  D.  427. 

The  decision  of  the  United  States  Supreme  Court  in  Maryland 
Caaicalty  Company  v.  United  Stages  does  not  authorize  any  insurance 
company  to  deviate  from  the  present  method  of  computing  the  "  net 
addition  to  reserve  funds"  deductible  from  gross  income.  The 
amount  deductible  is  the  excess  of  the  total  reserve  funds  as  required 
by  law  at  the  end  of  the  taxable  year  over  the  total  of  such  reserve 
funds  at  the  beginning  of  the  year  regardless  of  the  fact  that  during 
the  year  the  reserve  funds  are  increased  on  account  of  new  business, 
and  decreases  in  such  funds  are  inevitable  when  policies  mature, 
lapse,  or  are  surrendered. 

Section  234,  Article  572:  Special  deductions  7-20-744. 

allowed  mutual  insurance  companies  O.  D.  403. 

The  following  procedure  will  be  followed  in  making  final  audit 
and  assessment  of  returns  of  mutual  fire  and  mutual  casualty  insur- 
ance companies,  with  reference  to  the  deduction  for  premium  de- 
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posits  retained  for  the  payment  of  losses,  expenses  and  reinsurance 
reserves  authorized  in  section  234(a)  13  of  the  Revenue  Act  of  1918: 

In  determining  the  amount  of  deduction  to  be  allowed  for  premium 
deposits  retained,  a  company  may  begin  with  the  premium  deposits 
written  during  the  tax  year.  From  this  amount  will  be  subtracted 
any  portion  of  such  premium  deposits  written  during  the  year  which 
are  not  retained  at  the  end  of  the  year.  The  only  portion  of  such 
premiums  written  during  the  year  which  may  be  considered  as  re- 
tained is  that  portion  in  excess  of  the  amounte  paid  or  incurred  for 
losses  and  expenses  during  the  year  or  returned  to  policyholders  dur- 
ing the  year.  If  there  is  no  such  excess,  then  it  is  to  be  presumed 
that  any  net  income  or  increase  in  surplus  shown  by  a  company  is 
derived,  not  from  premiums  retained  but  from  other  sources  than 
premiums.  It  is  not  to  be  presumed  that  in  determining  the  portion 
of  premium  income  received  during  the  year  which  is  retained  dur- 
ing the  year  that  payments  made  T)y  the  company  during  the  year 
are  made  out  of  funds  other  than  premiums. 

The  result  *of  this  procedure  will  be  gen^:^ally  that  companies, 
under  section  234(a)  13,  will  be  permitted  to  deduct  their  entire 
premium  income  and  will  generally  be  taxed  upon  their  remairdng 
income  which  consists  in  this  class  of  companies  mainly  of  inteAst. 


SECTION  235.— ITEMS  NOT  DEDUCTIBLE. 

Section  235,  Article  581 :  Items  not  deductible. 

(See  11-19-391 ;  sec.  326,  art.  831.)     Commissions  on  sale  of  stock. 


SECTION  236.— CREDITS  ALLOWED. 

Section  236,  Article  591 :  Credits  allowed. 

(See  23-19-551;  sec.  250,  art.  1002.)     Amounts  added  to  tax  as 
penalties  not  to  be  considered  as  credits. 


(See  4-20-706;  sec.  216,  art.  801.)  Credit  allowed  to  corporations 
for  the  purpose  of  the  4  per  cent  war  income  tax  imposed  by  section 
4,  Revenue  Act  of  1917,  m  the  ca&e  of  dividends  received  from  for- 
eign corporations  taxable  upon  income  from  sources  within  the 
United  States. 


SECTION  237.— PAYMENT  OF  TAX  AT  SOURCE. 

Section    237,    Article   601:  Withholding  in  ^19-167. 

the  case  of  nonresident  foreign  corporations.  O.  D.  112. 

Amounts  paid  to  a  nonresident  alien  corporation  not  having  «n 
office  or  place  of  business  in  United  States  as  compensation  for  orders 
secured  by  it  from  foreign  customers  for  export  booked  through  such 
nonresident  alien  corporation  are  held  not  to  be  income  from 
sources  within  the  United  States  and  not  subject  to  withholding. 
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7-19-303. 
T.  B.  R.  29. 

The  tax  should  be  withheld  on  payments  by  an  American  cor- 
poration to  a  nonresident  foreign  corporation  having  no  office  or 
place  of  business  within  the  United  States,  representing  royalties  for 
the  use  of  a  patent,  regardless  of  whether  the  amount  paid  is  an 
agreed  sum  or  is  contingent  on  profits  earned.  The  entire  royalty, 
it  not  unreasonable,  may  be  taken  as  a  deduction  by  the  American 
corporation. 

11-19-387. 
O.  D.  221. 

Where  a  nonresident  alien  corporation  not  having  an  office  or 
place  of  business  within  the  United  States,  purchases  through  an 
agent  in  this  country  bank  acceptances  at  a  certain  rate  of  discoimt 
and  sells  such  acceptances  through  that  agent  or  some  other  agent, 
for  a  price  ^i*eater  than  the  price  for  which  purchased,  the  amount  of 
income  received  as  a  result  of  the  transaction  represents  income  frOni 
sources  within  the  United  States.  The  amount  received  from  the 
sale  in  excess  of  the  purchase  price  is  based  on  interest  as  accrued; 
such  interest  is  thererore  held  to  come  within  the  provisions  of  fixed 
or  determinable  income  and  is  subject  to  withholding  at  the  rate  of 
10  per  cent  when  paid  to  a  nonresident  alien  corporation  not  having 
an  office  or  place  of  business  in  the  United  States  and  8  per  cent 
when  paid  to  a  nonresident  alien  individual. 


27-19-605. 
O.  D.  323. 

If  a  foreign  bank  establishes  a  branch  in  this  country  no  with- 
holding is  required. 

■ 

(See  2&-19-616;  sec.  240,  art.  636.)  Withholding  in  the  case  of 
interest  credited  by  a  domestic  corporation  to  a  foreign  subsidiary 
corporation. 


1-20-661. 
O.  D.  358. 


Appointment  by  a  nonresident  alien  banking  corporation  of  a 
resident  agent  in  the  United  Stetes,  who  has  auiJiority  to  make 
returns  for  the  corporation,  will  relieve  a  domestic  bank  from  tne 
responsibility  of  withholding  tax  at  10  per  cent  from  the  interest 
credited  to  the  account  of  the  foreign  Dank,  provided  the  agent 
furnishes  a  certificate  stating  that  the  foreign  corporation  has  an 
office  or  place  of  business  in  the  United  States  and  that  he  will  make 
all  necessary  returns  and  pay  all  taxes  shown  to  be  due. 


(See  lft-2(>-865;  sec.  221,  art.  362.)  Status  for  withholding  pur- 
poses of  income  from  collection,  purchase,  and  sale  of  bank  accept- 
ances in  United  States  on  behalf  of  foreign  corporation. 
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SECTION  238.— CREDIT  FOR  TAXES. 

Section  238,  Article  611:  Credit  for  foreign  4:-19-230. 

taxes.  O.  D.  147. 

Taxes  imposed  and  required  by  a  foreign  Government  to  be 
paid  on  the  basis  of  dividends  declared  by  corporations  under  its 
laws  are  taxes  on  the  income  of  the  individual  stockholders  in  pro- 
portion to  the  amount  of  stock  held.  A  United  States  corporation 
owning  stock  in  a  foreign  corporation  taxed  on  this  basis  should  re- 
port in  its  return  of  annual  net  income  for  the  year  in  which  received 
its  pro  rata  share  of  the  entire  dividend  declared,  and  would  be  en- 
titled to  a  credit  of  the  amount  of  the  tax  paid  by  the  foreign  cor- 
poration to  the  foreign  Government  in  its  behalf,  in  accordance  with 
the  above  provision  of  law. 

On  the  other  hand,  taxes  imposed  by  a  foreign  Government  on  the 
net  income  of  corporations  organized  under  its  laws  are  not  taxes  to 
the  individual  stockholders,  but  to  the  corporation  itself,  and  no 
part  thereof  would  be  a  proper  credit  in  the  return  of  annual  net 
mcome  of  the  recipient  United  States  corporation,  which  would  be 
taxable  on  the  entire  amount  of  the  dividend  received. 


(See  11-19-388;  sec.  240,  art.  636.)  When  domestic  corporation 
controlling  foreign  corporations  may  deduct  foreign  taxes  assessed 
against  foreign  corporations. 


(See  12-19-407;  sec.  222,  art.  383.)     Conditions  of  allowance  of 
credit  for  foreign  taxes  withheld  by  foreign  corporation. 


8-20-757. 
O.D.406. 

A  domestic  corporation  which  derives  its  entire  income  from  opera- 
tions in  Cuba  and  keeps  its  booke  on  an  accrual  basis  may  file  on 
Form  1118  a  "  claim  for  credit "  of  the  amount  of  anv  Cuban  income, 
war  profits  or  excess  profits  tax  accrued  for  the  fiscal  year  ended 
June  30,  1918,  and  apply  such  credit  against  its  Federal  income  and 
profits  tax  for  the  same  fiscal  period.  This  credit  should  be  prorated 
with  reference  to  that  part  or  the  fiscal  year  falling  within  the  cal- 
endar year  1918.  If  the  1918  Federal  tax  has  been  paid  without 
claiming  this  credit  and  the  company  wishes  to  credit  the  overpay- 
ment against  the  1919  taxes.  Form  1118  should  be  accompanied  by  a 
claim  for  refund  on  Form  46  and  possibly  a  claim  for  credit  on 
Form  47-A. 

A  claim  for  credit  on  Form  1118  for  the  amount  of  Cuban  income, 
war  profits  or  excess  profits  tax  accrued  for  the  fiscal  year  ended 
June  30,  1919,  may  be  filed  and  applied  against  the  company's  Fed- 
eral tax  liability  for  the  same  fiscal  period. 
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SECTION  239.— CORPORATION  RETURNS. 

Section  239,  Article   621:   Corporation  1-1&-100, 

returns.  O.  D.  71. 

Though  the  income  tax  return  of  a  corporation  filed  in  accordance 
with  the  Revenue  Act  of  1917  for  a  fiscal  year  ended  in  1918  shows 
a  loss,  the  corporation  will  nevertheless  be  required  to  file  a  sup- 
plementary return  in  accordance  with  the  Revenue  Act  of  1918  for 
such  fiscal  year. 

2-19-168. 
S.  972. 

Where  articles  of  incorporation  are  filed  under  the  laws  of  Ken- 
tucky and  business  is  transacted  in  the  corporate  name  a  return 
of  income  received  from  such  business  should  be  rendered  for  the 
corporation  although  its  organization  as  a  corporation  has  not  been 
perxected  in  the  manner  required  by  law. 


2-19-169. 
O.  D.  113. 

A  corporation  may  submit  amended  returns  for  previous  years 
when,  through  wrong  accounting  practice,  capital  charges  have  been 
made  to  income.  An  affidavit  should  be  attached,  explaining  the 
changes  made  by  such  amended  returns  in  the  amounts  shown  on 
the  original  returns,  and  explaining  why  the  original  returns  were 
not  properly  prepared  and  the  object  of  the  company  in  preparing 
amended  returns.  Such  amended  returns  will  be  accepted  only  when 
the  erroneous  charge  can  be  specifically  pointed  out  and  the  facts 
proven.  The  Internal  Revenue  Bureau  reserves  the  right  to  penalize 
for  the  making  of  false  returns  in  the  past. 


4H9-231. 
O.  D.  148. 

The  proper  officers  of  a  corporation  that  has  been  taken  over 
by  the  Alien  Property  Custodian  shall  file  a  return  of  income  and 
excess  profits  for  the  corporation  up  to  the  time  the  property  was 
taken  over  by  the  Alien  Property  Custodian. 

The  board' of  directors  appointed  by  the  Alien  Property  Custodian 
is  not  required  to  render  a  return  of  net  income  for  the  corporation 
while  in  control  of  the  Alien  Property  Custodian, 


(See  14-19-438;  sec.  234,  art.  561.)  Corporations  may  file  state- 
ment in  place  of  amended  return  when  deductions  for  contributions 
were  taken  on  original  return  filed  prior  to  the  issuance  of  Treasury 
Decision  2847. 


2-20-677. 
O.  D.  365. 

If  the  charter  board  of  a  State  declared  the  charter  of  a  corpora- 
tion forfeited  but  the  corporation  had  no  notice  of  such  action  and 
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continued  to  do  business  for  a  number  of  years  as  a  oorporation  and 
made  returns  to  the  Federal  Government  accordingly,  the  corpora- 
tion can  not  now  set  up  the  action  of  the  diarter  board  to  negativB 
its  corporate  existence. 

Until  the  coinpany  surrenders  its^  charter  to  and  the  same  is 
annulled  by  the  State,  or  the  charter  is  annulled  in  some  other  man- 
ner and  the  company  ceases  to  operate  as  a  corporation,  it  must  be 
held  to  be  a  corporation  for  income  and  profits  tax  purposes  and 
will  be  required  to  file  returns  accordingly. 


(See  3-20-697;  sec.  831,  art.  941.)  Returns  required  from  a  cor- 
poration when  there  is  a  transfer  or  domicile  through  the  surrender 
of  the  charter  issued  in  one  State  and  the  taking  out  of  a  new  charter 
in  another  State. 


17-90-888. 
O.  D.  476. 

Since  in  the  conversion  of  a  State  bank  into  a  national  bank  there 
is  not  a  dissolution  of  the  corporation,  but  merely  a  change  of  title 
and  the  extension  of  Government  supervision  thereover,  a  bank  so 
changing  during  the  taxable  year  must  file  one  return  for  the  entire 
year. 

SbcxiOn   239,   Article   622:   Returns  by   re-  1-1»-1(B. 

ceivers.  O.  D.  73. 

A  receiver  should  prepare  and  file  a  corporate  return  of  annual 
net  income  and  excess  profits  for  the  entire  taxable  year,  including 
therein  the  gross  income  received  by  the  corporation  prior  to  the 
time  of  the  receiver's  appointment  ana  also  the  gross  income  received 
under  the  supervision  of  the  receiver. 


2-19-170. 
O.D.IW. 

A  receiver  liquidating  the  assets  of  an  insolvent  bank  is  required 
to  file  a  return  for  the  Dank,  but  in  view  of  the  fact  that  the  bank 
is  insolvent  and  will  have  no  tax  to  pay  (see  Act  of  Mar.  1,  1879, 
sec.  22),  the  return  may  contain  a  statement  to  that  effect  in  lien  of 
the  data  ordinarily  required  in  the  return. 

(Section  22,  Act  of  March  1,  1879,  provides  that  no  tax  shall  be 
assessed  or  collected  or  paid  into  the  Treasury  of  the  United  States 
on  account  of  an  insolvent  bank  which  shall  diminish  the  assets 
thereof  necessary  for  the  full  payment  of  all  its  deposit<Hrs.) 


6-19-280. 
0.853. 

Income  received  by  assignees  appointed  by  a  corporation  to  liq- 
uidate its  property  and  business  over  a  period  of  years,  who  have 
full  power  of  control  and  management  thereof,  is  taxable.  This  is 
true,  although  the  business  conducted  by  tJie  trustees  in  the  prooeffi 
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of  liquidation  is  not  th^  business  which  the  corporation  originally 
started  to  conduct.  *  This  rule  applies  to  all  income  received  oy  the 
trustees,  including  interest  on  bank  deposits,  interest  upon  deferred 
payments,  and  gams  upon  sales  of  real  property. 


(See  12-19-406;  sec.  233,  art.  547.)     Betum  of  income  received 
from  investments  by  corporation  in  liquidation. 


11-20-787. 
O.  1009. 

RULING  UNDER  ACT  OF  1018. 

The  net  income  of  a  corporation  in  the  hadds  of  a  receiver  who  is 
acting  solely  as  an  officer  of  the  court  which  appointed  him  and  sub- 
ject to  its  orders  is  not  taxable  under  the  act  of  October  3,  1913. 
This  ruling  does  not  apply  to  the  net  income  of  a  corporation  in  the 
hands  of  trustees  or  voluntary  liquidators  not  so  acting. 


Section  289,  Article  626:  Returns  for  frac-  31-19-650. 

tional  part  of  year.  O.  D.  362. 

If  a  domestic  corporati<m  for  any  reason  files  an  income-tax  re- 
turn for  a  period  less  than  a  year,  the  credit  provided  in  section 
236(c)  of  the  Revenue  Act  of  1918  should  be  reduced  to  such  pro- 
portion of  the  full  credit  as  the  number  of  months  covered  by  the 
return  bears  to  12  months. 


SECTION  240.— CONSOLIDATED  RETURNS. 

Section  240,  Article  631 :  Affiliated  corporations. 

(See  2-19-171;  sec.  213(b),  art.  80.)     Liberty  bond  exemption 
when  oonsoiidated  returns  filed. 


16-20-866. 
O.  D.  467. 

A  corporation,  the  majority  of  whose  stock  is  owned  by  its  presi- 
dent and  manager,  turned  over  a  branch  of  its  business  to  a  new 
company,  not  incorporated,  the  president  and  manager  of  the  corpo- 
ration retaining  control  of  the  new  company.  ^  There  was  no  tranrfer 
of  corporate  assets.  The  new  company  simply  used  the  assets  of  the 
corporation  without  consideration  of  any  land  but  was  operated  as 
a  separate  and  distinct  enterprise.  Held  that  the  new  company  is 
merely  a  branch  of  the  corporation  and  not  a  separate  entity  for 
Federal  income  tax  purposes.  Its  income  should  be  included  in  the 
return  of  the  corporation  and  is  subject  to  both  income  tax  and  excess 
profits  tax. 
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(See  13-19-418;  sec.  214,  art  131.)'  Allowable  deductions  from 
gross  income  of  a  corporation. 

14r-19-438. 
M.  220Y. 

Corporations  which  erroneously  deducted  contributions  to  the 
Red  Cross  and  other  war  organizations  in  their  returns  filed  prior 
to  the  issuance  of  T.  D.  2847  need  not  file  amended  returns,  but 
should  immediately  file  with  the  collector  a  statement  showing  the 
amount  of  such  deductions  claimed,  the  amount  of  net  income  as 
reported  and  as  corrected,  and  the  amount  of  additional  tax  due  by 
reason  of  the  erroneous  claiming  of  such  deduction,  accompanied  by 
the  additional  tax  and  interest  on  the  first-  and  second  installments. 
(Also  sec  239,  art.  621.) 

16-19-464. 
O.  D.  259. 

Machinery,  equipment,  or  other  facilities  erected  or  acouired  on 
or  after  April  6, 1917,  for  the  production  or  manufacture  or  sugar  is 
considered  as  contributing  to  the  prosecution  of  the  war,  and  the 
cost  may  be  amortized  in  accordance  with  the  provisions  of  section 
234(a)  8  of  the  Revenue  Act  of  1918.    (Also  sec.  214(a)  9,  art.  182.) 


(See  17-19-469;  sec.  201,  art.  1544.)     Dividends  paid  in  Liberty 
bonds  having  a  market  value  less  than  par. 


(See  17-19-471;  sec.  214(a)  12,  art.  261.)    Inventory  loss  by  part- 
nership succeeding  a  corporation. 


20-ia-615. 
S.  1145. 

Deductions, — Payments  to  trustees  by  a  cemetery  company,  dur- 
ing the  taxable  year,  of  a  percentage  of  the  proceeds  of  sales  of 
cemetery  lots  set  aside  for  a  ^^maintenance  fund"  to  be  controlled 
solely  by  the  trustees  thereof  pursuant  to  a  provision  in  the  charter 
of  the  company  requiring  such  payments,  are  not  deductible  from  the 
gross  income  of  the  corporation  under  the  Act  of  August  5«  1909,  and 
the  Act  of  October  3,  1918. 

« 

(See  22-19-534;  sec.  214(a)  1,  art  106.)  Salaries  voted  subse- 
quent to  the  close  of  taxable  year. 


22-19-537. 
O.  D.  288. 

A  reserve  fund  created  out  of  the  earnings  of  a  corporation  for 
the  purpose  of  redeeming  its  preferred  stock  is  not  an  allowable  de- 
duction in  computing  the  net  income  of  the  corporation  for  tax 
purposes. 
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23-19-650, 
T.  D.  2927. 


Taxes  ptid  to  a  State  by  a  corporation  on  shares  of  its  stock  owned 
by  another  corporation  are  considered  additional  dividends  to  the 
latter  corporation  and,  if  reported  as  such,  may  be  deducted  as  taxes 
paid.     (Also  sec.  214(a)  3,  art.  131.)     (1909  Act.) 


(See  2^-19-551;  sec.  250,  art   1002.)     Penalties  added  to   tax: 
when  deductible  as  business  expense. 


(See  24-19-561;  sec.  214(a)  3,  art.  138.)     Assessment  under  Illi- 
nois laws  relating  to  drainage  districts. 


(See  26-19-595;  sec.  260,  art.  1003.)     Deduction  of  interest  on 
taxes. 

(See  26-19-597:  sec.  801,  art.  715.)     Amortization  when  part  of 
inoome  is  from  GoTemment  contracts. 


1-20-660. 
0.968. 

Where  a  corporation  is  authorized  by  its  (barter  or  certificate  of 
incorporation  to  purchase  stocks  on  a  margin,  and  where  there  are 
no  laws  in  the  State  where  it  trades  in  stofcks  making  marginal  stock 
transactions  by  corporations  illegal,  if  it  sustains  a  loss  as  a  result  of 
marginal  trading  in  stocks,  such  loss  may  be  deducted  in  computing 
its  net  income,  if  sustained  during  the  taxable  year  and  not  compen- 
sated for  by  insiirance  or  otherwise,  unless  it  appears  affirmatively 
that  the  transaction  was  merely  colorable  and  no  bona  fide  purchase 
of  stock  was  made. 

Where  a  corporation  suffers  losses  as  a  result  of  its  ultra  vires  act 
no  deduction  for  such  losses  may  be  made  in  computing  its  net  income. 


(See  7-20-745;  sec,  250,  art.  1003.)  Interest  paid  or  accrued  under 
section  250. 

(See  8-20-764;  see.  214(a)  3,  art  181.)  Deductibility  of  Federal 
income  tax  in  return  of  corporation  for  fiscal  year  ending  in  1917, 
prior  to  October  3. 

14-20-835. 
O.  D. 440. 

A  royalty  paid  by  a  corporation  to  one  of  its  officers,  who  is  also 
a  majority  stocldiolder,  for  the  use  of  a  {Kitent  upon  an  article  manu- 
factured and  sold  by  the  corporation  is  deductible  as  a  business 
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expense,  provided  the  amount  so  paid  is  reasonable,  considering  the 
▼alue  of  the  invention  and  its  salability  in  the  open  market.  Any 
payment  so  made  in  excess  of  a  reasonaole  amount,  taking  into  con- 
sideration all  of  the  facts  in  the  particular  case,  would  represent  a 
distribution  of  profits,  and  consequently  would  not  be  deductible. 


2-19-164. 
Section  234,  Abticle  562 :  Donations.  S.  965. 

A  corporation  miay  not  deduct  the  amount  paid  into  apension 
fund  for  the  benefit  of  its  employees  in  the  taxable  year.  This  nde 
obtains,  although  the  corporation  constitutes  itself  a  trustee  of  the 
sum  contributed  to  pay  the  income  thereof  to  its  employees,  but 
reservir^  absolute  discretion  as  to  the  selection  of  the  employees  to 
be  benefited. 


2-19-165. 
O.D.llO. 

Donations  by  a  corporation  to  a  pension  fund  for  the  benefit  of 
its  officers  and  employees,  the  fund  being  organized  entirely  separate 
and  distinct  from  the  corporation,  having  its  own  set  of  books^  mak- 
ing its  own  investments,  and  paying  its  own  expenses,  legal  title  of 
which  does  not  remain  in  the  corporation,  are  deemed  to  be  donations 
to  a  charitable  institution  conducted  for  the  benefit  of  the  corpora- 
tion's employees  or  their  dependents,  representing  a  consideration 
for  a  benefit  flowing  directly  to  the  corporation  as  an  incident  of  its 
business,  and  are  allowable  deductions  from  gross  income  in  d^r- 
mining  net  income  subject  to  tax. 


4-19^229. 
T.  D.  2847. 


Corporations  are  not  entitled  to  deduct  from  ^ss  income  the 
amount  of  contributions  to  religious,  charitable,  scientific,  or  educa- 
tional corporations  or  associations,  even  though  such  contributions 
may  be  made  to  the  Red  Cross  or  other  war  activities. 


Section   234,   Article   563:    Sale   of   capital  2-19-166. 

stock,  bonds,  and  capital  assets.  O.  D.  HI. 

A  corporation  which  issued  its  bonds  at  a  discount  and  improperly 
charged  the  discount  to  profit  and  loss  may  correct  its  books  to  show 
the  discount  treated  as  interest  paid  in  advance,  to  be  amortized 
over  the  life  of  the  bonds.  Amended  returns  reflecting  correction 
in  the  books  may  be  filed. 

1-1M9. 
Section  284,  Article  566 :  Tax  on  bank  stock.  0.  D.  70. 

Trust  companies,  building  and  loan  associations,  and  State  savings 
banks  organized  under  the  laws  of  the  State  of  Oregoi^  are  not  al- 
lowed to  deduct  from  gross  income  taxes  paid  upon  the  value  of  their 
shares  of  stock. 
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7-19-302. 
O.  858. 

Where  a  corporation  is  a  stockholder  in  a  bank  or  other  corpora- 
tion which  is  recjuired  by  law  to  pay  taxes  assessed  on  the  value  of  its 
shares  of  stock  in  the  hands  of  the  holders  or  owners,  the  stockholder 
corporation  may  deduct  the  amount  paid  on  its  behalf,  but  such  taxes 
are  considered  additional  dividends,  and  must  be  included  in  divi- 
dends received  if  the  tax  is  allowed  as  a  deduction  in  computing  net 
income.    (1918  Act.) 

9-19-344. 
O.  D.  199. 

Article  566  of  Regulations  45  has  special  reference  to  individual 
stockholders,  but  is  equally  applicable  in  the  case  of  corporation 
stockholders.     • 

Section  234,  Article  569:  Required  addition  *  1-1^96. 

to  reserve  funds  of  insurance  companies.  0. 799. 

A»  life  insurance  company  which  maintains  a  reserve  to  liquidate 
coupons  left  with  the  company  to  accumulate  at  interest  and  accrued 
interest  thereon  is  entitled  to  deduct  from  gross  income  in  its  annual 
tax  returns  the  net  addition  made  each  year  to  such  fund. 


8-19-202. 
O.  815. 

A  law  requiring  casualty  companies  to  establish  certain  reserves 
is  to  be  construed  as  applying  to  companies  issuing  exclusively  health 
and  accident  policies,  unless  the  terms  of  the  law  are  such  as  to  indi- 
cate they  are  not  to  be  included  in  that  term,  or  unless  they  are  held 
not  to  be  included  in  that  term  by  the  courts  of  the  jurisdiction  in 
which  that  law  was  promulgated. 


13-20-816. 
O.  D.  427. 

The  decision  of  the  United  States  Supreme  Court  in  Maryland 
Casualty  Company  v.  United  States  does  not  authorize  any  insurance 
company  to  deviate  from  the  present  method  of  computing  the  "  net 
addition  to  reserve  funds"  deductible  from  gross  income.  The 
amount  deductible  is  the  excess  of  the  total  reserve  funds  as  required 
by  law  at  the  end  of  the  taxable  year  over  the  total  of  such  reserve 
funds  at  the  beginning  of  the  year  regardless  of  the  fact  that  during 
the  year  the  reserve  funds  are  increased  on  account  of  new  business, 
and  decreases  in  such  funds  are  inevitable  when  policies  mature, 
lapse,  or  are  surrendered. 

Section  234,  Article  672:  Special  deductions  7-20-744. 

allowed  mutual  insurance  companies.  O.  D.  403. 

The  following  procedure  will  be  followed  in  making  final  audit 
and  assessment  of  returns  of  mutual  fire  and  mutual  casualty  insur- 
ance companies,  with  reference  to  the  deduction  for  premmm  de- 
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posits  retained  for  the  payment  of  losses,  expenses  and  reinsurance 
reserves  authorized  in  section  234(a)  13  of  the  Revenue  Act  of  1918: 

In  determining  the  amount  of  deduction  to  be  allowed  for  premium 
deposits  retained,  a  company  may  begin  with  the  premium  deposits 
written  during  the  tax  year.  From  this  amount  will  be  subtracted 
any  portion  of  such  premium  deposits  written  during  the  year  which 
are  not  retained  at  the  end  of  the  year.  The  only  portion  of  such 
premiums  written  during  the  year  which  may  be  considered  as  re- 
tained is  that  portion  in  excess  of  the  amounte  paid  or  incurred  for 
losses  and  expenses  during  the  year  or  returned  to  policyholders  dur- 
ing the  year.  If  there  is  no  such  excess,  then  it  is  to  be  presumed 
that  any  net  income  or  increase  in  surplus  shown  by  a  company  is 
derived,  not  from  premiums  retained  but  from  other  sources  than 
premiums.  It  is  not  to  be  presumed  that  in  determining  the  portion 
of  premium  income  received  durinff  the  year  which  is  retained  dur- 
ing the  year  that  payments  made  oy  the  company  during  the  year 
are  made  out  of  funds  other  than  premiums. 

The  result  -of  this  procedure  will  be  generally  that  companies, 
under  section  234(a)  13,  will  be  permitted  to  deduct  their  entire 
premium  income  and  will  generally  be  taxed  upon  their  remaining 
income  which  consists  in  this  class  of  companies  mainly  of  inteAst. 


SECTION  235.— ITEMS  NOT  DEDUCTIBLE. 

Section  235,  Article  581 :  Items  not  deductible. 

(See  11-19-391 ;  sec.  326,  art.  831.)     Commissions  on  sale  of  stock. 


SECTION  230.— CREDITS  ALLOWED. 

Section  236,  Article  591 :  Credits  allowed. 

(See  23-19-551;  sec.  250,  art.  1002.)     Amounts  added  to  tax  as 
penalties  not  to  be  considered  as  credits. 


(See  4-20-706;  sec.  216,  art.  301.)  Credit  allowed  to  corporations 
for  the  purpose  of  the  4  per  cent  war  income  tax  imposed  by  section 
4,  Revenue  Act  of  1917,  m  the  ca^  of  dividends  received  trcm  for- 
eign corporations  taxable  upon  income  from  sources  within  the 
United  States. 

SECTION  237.— PAYMENT  OF  TAX  AT  SOURCE. 

Section    237,    Article   601:  Withholding  in  2-19-167. 

the  case  of  nonresident  foreign  corporations.  O.  D.  112. 

Amounts  paid  to  a  nonresident  alien  corporation  not  having  an 
office  or  place  of  business  in  United  States  as  compensation  for  orders 
secured  by  it  from  foreign  customers  for  export  booked  through  such 
nonresident  alien  corporation  are  held  not  to  be  income  from 
sources  within  the  United  States  and  not  subject  to  withholding. 
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7-19-303. 
T.  B.  R.  29. 

The  tax  should  be  withheld  on  payments  by  an  American  cor- 
poration to  a  nonresident  foreign  corporation  having  no  office  or 
place  of  business  within  the  United  States,  representing  royalties  for 
the  use  of  a  patent,  regardless  of  whether  the  amount  paid  is  an 
agreed  sum  or  is  contingent  on  profits  earned.  The  entire  royalty, 
if  not  unreasonable,  may  be  taken  as  a  deduction  by  the  American 
corporation. 

11-19-387. 
O.  D.  221. 

Where  a  nonresident  alien  corporation  not  having  an  office  or 
place  of  business  within  the  United  States,  purchases  through  an 
agent  in  this  country  bank  acceptances  at  a  certain  rate  of  discount 
and  sells  such  acceptances  through  that  agent  or  some  other  agent, 
for  a  price  greater  uian  the  price  for  which  purchased,  the  amount  of 
income  received  as  a  result  of  the  transaction  represents  income  from 
sources  within  the  United  States.  The  amount  received  from  the 
sale  in  excess  of  the  purchase  price  is  based  on  interest  as  accrued ; 
such  interest  is  thereiore  held  to  come  within  the  pjrovisions  of  fixed 
or  determinable  income  and  is  subject  to  withholding  at  the  rate  of 
10  per  cent  when  paid  to  a  nonresident  alien  corporation  not  having 
an  office  or  place  of  business  in  the  United  States  and  8  per  cent 
when  paid  to  a  nonresident  alien  individuaL 


27-19-605. 
O.  D.  323, 

If  a  foreign  bank  establishes  a  branch  in  this  country  no  with- 
holding is  required. 

• 

(See  2ft-19-616;  sec.  240,  art.  636.)  Withholding  in  the  case  of 
interest  credited  by  a  domestic  corporation  to  a  foreign  subsidiary 
corporation. 


1-20-661. 
O.  D.  368. 

Appointment  by  a  nonresident  alien  banking  corporation  of  a 
resident  agent  in  the  United  States,  who  has  authority  to  ma^e 
returns  for  the  corporation,  will  relieve  a  domestic  bank  from  the 
responsibility  of  withholding  tax  at  10  per  cent  from  the  interest 
cr^ited  to  the  account  of  the  foreign  hank,  provided  the  agent 
furnishes  a  certificate  statins  that  the  foreign  corporation  has  an 
office  or  place  of  business  in  the  United  States  and  that  he  will  make 
all  necessary  returns  and  pay  all  taxes  shown  to  be  due. 


(See  16-20-865;  sec.  221,  art.  362.)  Status  for  withholding  pur- 
poses of  income  from  collection,  purchase,  and  sale  of  bank  accept- 
ances in  United  States  on  behalf  of  foreign  corporation. 
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SECTION  238.— CREDIT  FOR  TAXES- 

Section  238,  Article  611:  Credit  for  foreign  4^19-230. 

taxes.  O.  D.  147. 

Taxes  imposed  and  required  by  a  foreign  Government  to  be 
paid  on  the  basis  of  dividends  declared  by  corporations  under  its 
laws  are  taxes  on  the  income  of  the  individual  stockholders  in  pro- 
portion to  the  amount  of  stock  held.  A  United  States  corporation 
owning  stock  in  a  foreign  corporation  taxed  on  this  basis  should  re- 
port in  its  return  of  annual  net  income  for  the  year  in  which  received 
its  pro  rata  share  of  the  entire  dividend  declared,  and  would  be  en- 
titled to  a  credit  of  the  amount  of  the  tax  paid  by  the  foreign  cor- 
poration to  the  foreign  Government  in  its  behalf,  in  accordance  with 
the  above  provision  of  law. 

On  the  other  hand,  taxes  imposed  by  a  foreign  Government  on  the 
net  income  of  corporations  organized  under  its  laws  are  not  taxes  to 
the  individual  stockholders,  but  to  the  corporation  itself,  and  no 
part  thereof  would  be  a  proper  credit  in  the  return  of  annual  net 
mcome  of  the  recipient  United  States  corporation,  which  would  be 
taxable  on  the  entire  amount  of  the  dividend  received. 


(See  11-19-388;  sec.  240,  art.  636.)  When  domestic  corporation 
controlling  foreign  corporations  may  deduct  foreign  taxes  assessed 
against  foreign  corporations. 


(See  12-19-407;  sec.  222,  art.  383.)     Conditions  of  allowance  of 
credit  for  foreign  taxes  withheld  by  foreign  corporation. 


8-20-757. 
O.D.406. 

A  domestic  corporation  which  derives  its  entire  income  from  opera- 
tions in  Cuba  and  keeps  its  books  on  an  accrual  basis  may  file  on 
Form  1118  a  "  claim  for  credit "  of  the  amount  of  any  Cuban  income, 
war  profits  or  excess  profits  tax  accrued  for  the  fiscal  j'ear  ended 
June  30,  1918,  and  apply  such  credit  against  its  Federal  income  and 
profits  tax  for  the  same  fiscal  period.  This  credit  should  be  prorated 
with  reference  to  that  part  of  the  fiscal  year  falling  within  the  cal- 
endar year  1918.  If  the  1918  Federal  tax  has  been  paid  without 
claiming  this  credit  and  the  company  wishes  to  credit  the  overpay- 
ment against  the  1919  taxes.  Form  1118  should  be  accompanied  by  a 
claim  for  refund  on  Form  46  and  possibly  a  claim  for  credit  on 
Form  47- A. 

A  claim  for  credit  on  Form  1118  for  the  amount  of  Cuban  income, 
war  profits  or  excess  profits  tax  accrued  for  the  fiscal  year  ended 
June  30,  1919,  may  be  filed  and  applied  against  the  company's  Fed- 
eral tax  liability  for  the  same  fiscal  period. 
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SECTION  239.— CORPORATION  RETURNS. 

Sectiok   239,   Article   621:   Corporation  1-19^100. 

returns.  O.  D.  71. 

Though  the  income  tax  return  of  a  corporation  filed  in  accordance 
with  the  Revenue  Act  of  1917  for  a  fiscal  year  ended  in  1918  shows 
a  loss,  the  corporation  will  nevertheless  be  required  to  file  a  sup- 
plementary return  in  accordance  with  the  Revenue  Act  of  1918  for 
such  fiscal  year. 

2-19-168. 
S.  972. 

Where  articles  of  incorporation  are  filed  under  the  laws  of  Ken- 
tucky and  business  is  transacted  in  the  corporate  name  a  return 
of  income  received  from  such  business  should  be  rendered  for  the 
corporation  although  its  organization  as  a  corporation  has  not  been 
perfected  in  the  manner  required  by  law. 


2-19-169. 
O.  D.  113. 

A  corporation  may  submit  amended  returns  for  previous  years 
when,  through  wrong  accounting  practice,  capital  charges  have  been 
made  to  income.  An  affidavit  should  be  attached,  explaining  the 
changes  made  by  such  amended  returns  in  the  amounts  shown  on 
the  original  returns,  and  explaining  why  the  original  returns  were 
not  properly  prepared  and  the  object  of  the  company  in  preparing 
amended  returns.  Such  amended  returns  will  be  accepted  only  when 
the  erroneous  charge  can  be  specifically  pointed  out  and  the  facts 
proven.  The  Internal  Revenue  Bureau  reserves  the  right  to  penalize 
for  the  making  of  false  returns  in  the  past. 


4H9-231. 
O.  D.  148. 

The  proper  officers  of  a  corporation  that  has  been  taken  over 
by  the  AUen  Property  Custodian  shall  file  a  return  of  income  and 
excess  profits  for  the  corporation  up  to  the  time  the  property  was 
taken  over  by  the  Alien  Property  Custodian. 

The  board' of  directors  appointed  by  the  Alien  Property  Custodian 
is  not  required  to  render  a  return  of  net  income  for  the  corporation 
while  in  control  of  the  Alien  Property  Custodian. 


(See  14-19-438;  sec.  234,  art.  561.)  Corporations  may  file  state- 
ment in  place  of  amended  return  when  deductions  for  contributions 
were  taken  on  original  return  filed  prior  to  the  issuance  of  Treasury 
Decision  2847. 


2-20-677. 
O.  D.  365. 

If  the  charter  board  of  a  State  declared  the  charter  of  a  corpora- 
tion forfeited  but  the  corporation  had  no  notice  of  such  action  and 
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continued  to  do  business  for  a  number  of  years  as  a  corporation  and 
made  returns  to  the  Federal  Government  accordingly,  the  corpora- 
tion can  not  now  set  up  the  action  of  the  diarter  board  to  negative 
its  corporate  existence. 

Until  the  company  surrenders  its^  charter  to  and  the  same  is 
annulled  by  the  State,  or  the  charter  is  annulled  in  some  other  man- 
ner and  the  company  ceases  to  operate  as  a  corporation,  it  must  be 
held  to  be  a  corporation  for  income  and  profits  tax  purposes  and 
will  be  required  to  file  returns  accordingly. 


(See  3-20-697;  sec.  831,  art.  941.)  Returns  required  from  a  cor- 
poration when  there  is  a  transfer  of  domicile  through  the  surrender 
of  the  charter  issued  in  one  State  and  the  taking  out  of  a  new  charter 
in  another  State. 


17-30^8. 
O.  D.  476. 

Since  in  the  conversion  of  a  State  bank  into  a  national  bank  there 
is  not  a  dissolution  of  the  corporation,  but  merely  a  change  of  title 
and  the  extension  of  Government  supervision  thereover,  a  bank  so 
changing  during  the  taxable  year  must  file  one  return  for  the  entire 
year. 

Section   239,   Article   622:    Returns   by   re-  1-19-1(8. 

ceivers.  O.  D.  73. 

A  receiver  should  prepare  and  file  a  corporate  return  of  annual 
net  income  and  excess  profits  for  the  entire  taxable  year,  including 
therein  the  gross  income  received  by  the  corporation  prior  to  the 
time  of  the  receiver's  appointment  ana  also  the  gross  income  received 
under  the  supervision  oi  the  receiver. 


2-19-170. 
O.D.I14. 

A  receiver  liquidating  the  assets  of  an  insolvent  bank  is  required 
to  file  a  return  for  the  bank,  but  in  view  of  the  fact  that  the  bank 
is  insolvent  and  will  have  no  tax  to  pay  (see  Act  of  Mar.  1,  1879, 
sec.  22),  the  return  may  contain  a  statemc^nt  to  that  effect  in  lien  of 
the  data  ordinarily  required  in  the  return. 

(Section  22,  Act  of  March  1,  1879,  provides  that  no  tax  shall  be 
assessed  or  collected  or  paid  into  the  Treasury  of  the  United  States 
on  account  of  an  insolvent  bank  which  shall  diminish  the  assets 
thereof  necessary  for  the  full  payment  of  all  its  depositors.) 


6-19-280. 
0.853. 

Income  received  by  assignees  appointed  by  a  corporation  to  liq- 
uidate its  property  and  business  over  a  period  of  years,  who  have 
full  power  of  control  and  management  thereof,  is  taxable.  This  is 
true,  although  the  business  conducted  by  Uie  trustees  in  the  process 
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of  liquidation  is  not  the  business  which  the  corporation  originally 
started  to  conduct.  "  This  rule  applies  to  all  income  received  oy  the 
trustees,  including  interest  on  bank  deposits,  interest  upon  deferred 
payments,  and  gains  upon  sales  of  real  property. 


(See  12-19-406;  sec.  233,  art.  547.)     Betum  of  income  received 
from  investments  by  corporation  in  liquidation. 


11-20-787. 
O.  1009. 

RULIKO  UKDER  ACT  OF  191 S. 

The  net  income  of  a  corporation  in  the  hadds  of  a  receiver  who  is 
acting  solely  as  an  officer  of  the  court  which  appointed  him  and  sub- 
j(M;t  to  its  orders  is  not  taxable  imder  the  act  of  October  3,  1913. 
This  ruling  does  not  apply  to  the  net  income  of  a  corporation  in  the 
hands  of  trustees  or  voluntary  liquidators  not  so  acting. 


Section  289,  AimciiE  626:  Returns  for  frac-  31-19-650. 

tional  part  of  year.  O.  D.  352. 

If  a  domestic  corporation  for  any  reason  files  an  income-tax  re- 
turn for  a  period  less  than  a  year,  the  credit  provided  in  section 
236(c)  of  the  Revenue  Act  of  1918  should  be  reduced  to  such  pro- 
portion of  the  full  credit  as  the  number  of  months  covered  by  the 
return  bears  to  12  months. 


SECTION  240.— CONSOLIDATED  RETURNS. 

Section  240,  Articm:  681 :  Affiliated  corporations, 

(See  2-19-171;  sec.  213(b),  art.  80.)     Liberty  bond  exemption 
when  ccmsolidated  returns  filed. 


16-20-866. 
O.  D.  467. 

A  corporation,  the  majority  of  whose  stock  is  owned  by  its  presi- 
dent and  manager,  turned  over  a  branch  of  its  business  to  a  new 
company,  not  incorporated,  the  president  and  manager  of  the  corpo- 
ration retaining  control  of  the  new  company.  There  was  no  tranter 
of  corporate  assets.  The  new  company  simply  used  the  assets  of  the 
corporation  without  consideration  of  any  kind  but  was  operated  as 
a  separate  and  distinct  enterprise.  Held  tiiat  the  new  company  is 
merely  a  branch  of  the  corporation  and  not  a  separate  entity  for 
Federal  income  tax  purposes.  Its  income  should  be  included  in  the 
return  of  the  corporation  and  is  subject  to  both  income  tax  and  excess 
profits  tax. 
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Section  240,  Article  632 :  Consolidated  returns. 

(See  6-19-286;  sec.  330,  art.  933.)     Partnership  upon  becoming  a 
corporation. 

(See  16-20-868;  sec.  256,  art.  1071.)     Return  of  information  at 
the  source  in  case  of  affiliated  corporations. 


Section  240,  Article  633 :  When  corporations  7-19-304. 

are  affiliated.  T.  B.  M.  c 


If,  on  account  of  the  disparity  of  holdings  of  the  stockholders 
in  the  corporations,  the  Bureau  would  be  unable  to  compel  such  cor- 
porations, seeking  to  file  a  consolidated  return,  to  pay  a  tax  based 
upon  a  consolidated  return,  provided  the  corporations  failed  to  pay 
such  tax  voluntarily,  the  corporations  should  not  be  permitted  to  file 
a  consolidated  return.  Corporations  should  not  be  permitted  to  do 
that  which  they  could  not  be  required  to  do. 


16-19-465. 
T.  B.  R.  52. 

The  application  to  make  a  consolidated  return  was  denied  in 
the  case  of  two  companies  in  one  of  which  24,26  per  cent  of  the 
stock  of  the  first  company  was  owned  by  individuals  who  held  no 
stock  whatever  in  the  second  company,  and  more  than  6  per  cent  of 
the  stock  of  the  second  company  was  held  by  individuals  who  held 
no  stock  in  the  first  company.  Such  a  division  of  ownership  can  not 
be  considered  either  under  the  statute  or  the  regulations  as  a  case  in 
which  substantially  all  of  the  stock  of  two  or  more  corporations  is 
owned  or  controlled  bv  the  same  interests. 


(See  17-20-881;  sec.  326,  art.  831.)  Requirement  as  to  consoli- 
dated return  from  bank  and  association  of  stockholders  whose  owner- 
ship of  shares  in  the  bank  and  in  a  stockholders'  trustee  account  are 
on  the  same  pro  rata  basis. 

Section  240,  Article  636:  Domestic  corpora-  11-19-388. 

tion  affiliated  with  foreign  corporation.  T.  B.  R.  36. 

A  domestic  corporation  owning  a  majority  of  the  voting  stock 
of  a  foreign  corporation  is  not  entitled  to  credit  for  taxes  paid  by 
such  foreign  corporation  to  any  foreign  Country  or  possession  of  the 
United  States  which  are  not  actually  paid  within-  the  taxable  year 
of  the  domestic  corporation.   (Also  sec.  238,  art.  611.) 


28-lJ>-616. 
O.  D.  330. 


A  domestic  corporation  owning  a  majority  of  the  stock  of  for- 
•eign   corporations   should   include   in   its   income-tax   return  any 
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{imounts  of  interest  debited  to  its  foreign  subsidiaries,  but  it  may 
claim  as  a  deduction  any  amount  of  interest  credited  to  such  sub- 
sidiaries. The  domestic  corporation  should  also  withhold  and  pay 
to  the  Government  a  tax  ec[ual  to  10  per  cent  of  the  amount  of  the 
interest  credited  to  its  foreign  subsidiaries.    (Also  sec.  237,  art.  601.) 


Section  240,  Ariicle  G37 :  Consolidated  net  in-  12-20-799. 

come  of  affiliated  corporations.  O.  D.  415. 

The  income  of  affiliated  corporations  which  is  derived  from  Govern- 
ment contracts  is  taxable  (except  as  provided  in  sec.  240(a)  of  the 
Revenue  Act  of  1918)  upon  the  basis  of  the  total  sum  received 
from  that  source  by  the  group  and  not  upon  the  basis  of  the  separate 
amount  received  by  each  corporation.  (Also  art.  635,  and  sec.  301, 
art.  714.) 

SECTION  241.— TIME  AXD  PLACE  FOR  FILING 

RETURNS. 

Section  241,  Artict^  651 :  Time  and  place  for 
filing  returns. 

(See  11-20-789;  sec.  227,  art.  444.)  Extension  of  time  for  filing 
corporation  returns  for  1919. 


Part  IV. — Administrative  Provisions. 

SECTION  250.— PAYMENT  OF  TAXES. 

Section  250,  Article  1001 :  Time  for  payment  1-19-15. 

of  tax.  S.  920. 

Treasury  Decision  2797,  prescribing  the  time  when  additional 
amounts  of  tax  owing  by  a  taxpayer  whose  return  for  the  taxable 
year  1918  was  on  a  fiscal  year  basis  should  be  paid,  is  valid  and  not  in 
conflict  with  the  provisions  of  the  Revenue  Act  or  1918. 


(See  26-19-599;  sec.  328,  art.  914.)  Payment  of  tax  in  special 
cases  when  tax  in  first  instance  not  computed  in  accordance  with 
article  912, 

Section  250,  Article  1002:  Payment  of  tax  20-19-516. 

when  no  proper  return.  S.  1156. 

Where  a  former  resident  of  the  United  States  now  residing  in 
British  Columbia  fails  to  file  his  return  for  1918  and  refuses  to  hie  a 
return  upon  demand  of  the  American  consul  in  that  country,  the  Com- 
missioner should  make  a  return  for  him  from  such  information  as 
he  can  obtain,  and  if  no  property  is  found  in  this  country  which  will 
satisfy  the  tax  due,  but  a  judgment  for  the  amount  of  tax  due  could 
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be  satisfied  out  of  property  held  by  the  taxpayer  in  British  Cohun- 
bia,  recourse  maj^'  be  had  in  the  courts  of  that  country  for  the  collec- 
tion of  the  tax. 


23-19-551. 
O.026. 

Addition  to  tax  for  delinquency  or  fraud. — (a)  The  addition  to 
tax  authorized  to  be  assessed  by  section  3176,  Revised  Statutes,  as 
amended,  on  delinquent  or  false  and  fraudulent  returns  is  to  be  con- 
sidered a  penalty  and  not  a  tax  except  for  purposes  of  collection. 

{Jb)  Such  an  addition  to  tax  made  on  excess  profits  tax  returns  is 
not  an  allowable  cjredit  in  arriving  at  the  ndb  income  subject  to 
normal  income  tax. 

(c)  The  payment  of  such  an  addition  to  tax  is  not  to  be  disallowed 
as  a  deduction  from  gross  inc(»ne  in  dbtaining  net  income  on  the 
ground  that  it  is  a  part  of  the  income  or  profits  tax  within  the  provi- 
sions of  law  forbidding  the  deduction  from  gross  income  of  those 
taxes. 

{(i)  The  payment  of  an  addition  to  tax  for  delinquency  in  filing  a 
return  may  oe  deducted  from  gross  income  as  a  business  expense  when 
such  an  addition  to  tax  is  an  incident  to  carrying  on  a  ousiness  or 
trade.  The  payment  of  an  addition  to  tax  upon  a  false  or  fraudulent 
return  may  not  ordinarily  be  deducted  from  gross  income  as  a  busi- 
ness expense  and  may  never  be  deducted  in  the  case  of  an  individual 
who  himself  was  guilty  of  making  a  fraudulent  return.  Also  sec. 
214,  art.  101 ;  sec.  234,  art.  561 ;  sec.  236,  art.  591.) 


1-19-106. 
Sectiox  250,  Abticle  1003 :  Interest  on  tax.  O.  D.  74. 

Any  deficiency  in  the  first  installment  of  tax  as  shown  by 
the  completed  return  must  be  paid,  together  with  interest  thereon 
from  March  15  at  the  rate  of  one-half  of  1  per  cent  per  month,  at 
the  time  of  filing  sudbi  return,  and  a  further  sum  sufficient  with  any 
amounts  already  paid,  exelnsive  of  interest,  to  equal  one-half  of  the 
tax  shown  by  tlie  completed  return  must  be  paid  on  or  before  June  15. 


4-19-232. 
O-  D.  149. 

T\lien  it  is  found  upon  filing  a  complete  return  that  the  first  in- 
stallment of  tax  was  underestimated  at  the  time  of  filing  a  toitative 
return,  interest  on  the  amount  by  which  the  tax  was  underestimated 
must  be  collected,  irrespective  of  amount. 


13-19-426. 
0.88i 

{a)  '\^Tiere  interest  is  collectible  at  the  rate  of  1  per  cent  per 
month  from  the  due  date  interest  must  be  collected  for  the  fractional 
part  of  a  month  where  the  tax  is  not  paid  within  10  days  from  notice 
and  demand  for  jwijinent. 
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(6)  Under  sections  502,  504,  6Si9,  ^3,  and  905  interest  is  collectible 
at  tl:^  rate  of  1  per  cent  for  each  full  month,  and  fractional  parts 
of  a  month  must  be  disregarded. 

(e)  Interest  is  collectible  from  the  month  tax  becomes  due. 


13-19-427. 
O.  D.  247. 

In  the  case  of  rejected  claims  for  abatement  filed  for  taxes  due 
for  years  prior  to  1918,  interest  may  be  collected  at  the  rate  of  1  per 
cent  per  month ;  for  1918  and  subsequent  years  at  the  rate  of  one-half 
of  1  per  cent  per  month ;  when  based  on  inventory  losses  the  interest 
should  be  collected  at  the  rate  of  1  per  cent  per  month. 


26-19-595. 
O.  D.  319. 

Interest  paid  or  accrued  under  the  provisions  of  section  250  of 
the  Kevenue  Act  of  1918  is  deductible  under  the  provisions  of  section 
214(a)  or  section  234 (a) 2  in  computing  net  mcome.  The  word 
"  interest,"  referred  to  m  section  250(a),  is  synonymous  with  that  in 
section  3184,  Revised  Statutes,  and  may  be  treated  as  a  deductible 
item  of  expense.     (Also  sec.  214(a)  1,  art.  101;  sec.  234,  art.  561.) 


7-20-745. 
O.  922. 

• 

Interest  paid  or  accrued  under  the  provisions  of  section  250(a), 
(b),  and  (c),  Revenue  Act  of  1918,  is  deductible  under  the  provisions 
of  section  214(a)2  or  section  234 (a)2  in  computing  net  income. 
(Also  sec.  214(a)2,  art.  121 ;  sec.  234,  art.  561.) 


14-20-836. 
O.D.441. 

In  cases  where  an  addition  of  25  per  cent  or  50  per  cent  is  made 
to  the  tax  on  account  of  delinquency  or  fraud,  and  the  taxpayer  fails 
to  pay  the  tax  within  10  days  after  notice  and  demand  from  the  col- 
lector, the  5  per  cent  penalty  and  interest  attach  not  only  to  the 
amount  of  tax  shown  to  be  due  by  the  return,  but  also  to  the  25  per 
cent  or  50  per  cent  addition  to  the  tax.     (Also  art.  1006.) 


Section  250,  Article  1004 :  Penalty  for  failure  3-19-204. 

to  file  return.  0. 818. 

Where  tlie  attendant  and  surrounding  circumstances  have  a  tend- 
ency to  cast  doubt  and  suspicion  upon  a  taxpayer,  a  plea  of  mere 
ignorance  is  not  sufficient  to  constitute  a  reasonable  CAUse  for  failure 
to  make  and  file  a  return  within  time  prescribed  by  law  for  the  pur- 
I>ose  of  being  relieved  of  the  penalty. 
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7-19-306. 
T.  B.  B.  31. 

Penalties  for  delinquencies  in  filing  supplemental  tax  returns 
for  fiscal  years  ending  in  1918  should  be  imposed  upon  corporations 
as  for  delinquencies  in  filing  tax  returns  for  the  calendar  year  1918, 
subject  to  such  modifications  in  cases  of  compromises  as  may  seem 
to  be  warranted  by  the  circumstances. 


8-20-758. 
S.  1334. 

The  ad  valorem  penalties  for  fraudulent  returns  should  be  assessed 
against  withholding  agents  under  the  income-tax  provisions  of  the 
law. 

The  ad  valorem  penalties  for  delinquent  returns  should  be  assessed 
against  withholding  agents  under  the  income-tax  provisions  of  the 
law,  except  that  if  the  tax  required  to  be  withheld  is  paid  by  the 
recipient  of  the  income,  no  such  penalty  should  be  collected  from  the 
withholding  agent  unless  his  delinquency  was  fraudulent  and  for 
the  purpose  of  evading  payment.    (Also  sec.  221,  art.  376.) 


13-20-817. 
S.  1359. 

REVENUE  ACTS  OF  1916   AND   1917. 

The  proyisions  of  law  and  regulations  as  to  "  reasonable  cause  "  and 
*•  notice  from  the  collector"  in  connection  with  penalties  for  delin- 
quency in  filing  returns  are  applicable  only  when  a  return  is  volun- 
tarily filed  after  the  due  date  and  not  when  a  delinquent  return  has 
not  been  filed. 


Section  250,  Article  1005 :  Penalty  for  under-  1-19-105. 

stated  return.  S.  926. 

A  taxpayer  who  filed  a  return  of  income  which  did  not  include 
profit  on  the  sale  of  certain  corporate  stock  and  in  reply  to  an  in- 
quiry by  an  examining  officer  stated  that  he  had  not  made  any  money 
on  outside  investments  during  the  year,  but  in  reply  to  a  direct 
inquiry  in  regard  to  the  sale  oi  the  stock,  based  on  confidential  infor- 
mation, admitted  the  sale,  but  made  no  explanation  of  his  failure  to 
include  the  profit  on  the  sale  in  his  return  for  the  taxable  year,  is  held 
to  have  filed  a  false  and  fraudulent  return  for  the  purpose  of  evading 
taxation,  and  the  100  per  cent  additional  tax  should  be  assessed. 
(1913  Act.) 

3-20-692. 
A,  R.  M.  24. 

In  any  case  where  a  taxpayer  has  deducted  on  account  of  amorti- 
zation an  amount  in  excess  of  the  preliminary  estimate  of  25  per 
cent  of  the  cost  of  property  (T.  D.  2859  and  art.  184  (3),  Reg.  45) 
and  it  is  found  upon  consideration  that  he  is  entitled  to  an  amount 
exceeding  25  per  cent  of  the  cost  of  the  property,  but  less  than  the 
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amount  originally  deducted,  the  5  per  cent  penalty  and  1  per  cent 
interest  on  account  of  negligence  shall  apply  only  to  the  amount  of 
additional  tax  due  on  account  of  amortization  claimed  but  disallowed 
in  the  return  for  1918.  In  the  event  that  the  case  is  reopened  within 
a  period  of  three  years  and  an  additional  amount  of  amortization 
allowed,  the  penalty  and  interest  will  not  attach  to  the  amount  of 
tax  based  on  the  additional  allowance  granted.  In  other  words, 
penalty  and  interest  should  attach  only  to  such  amount  of  tax  as, 
upon  nnal  settlement^  is  found  to  have  been  due  to  the  Government 
and  not  paid  at  the  time  of  filing  return  by  reason  of  the  taxpayers 
ignoring  the  regulations.    (Also  sec.  214(a)  9,  art.  184.) 


7-20-746. 
A.  R.  M.  23. 

"Negligence  on  the  part  of  the  taxpayer,  but  without  intent  to 
defraud,"  is  presumed  to  exist  in  every  case  in  which  a  deduction 
has  been  made  or  income  has  been  omitted  in  direct  conflict  with  the 
specific  provisions  of  the  law  and  regulations,  but  is  not  presumed 
to  exist  if  the  understatement  may  be  ascribea  to  an  error  of  judg- 
mmit  as  to  some  matter  not  so  concluded. 


10-20-782. 
O.  1008. 

INCOME  AND  PROFITS  TAXES;  SECTION  3170,  R.  S.,  AS  AMENDED 
BY  THE  REVENUE  ACT  OF  1916,  AND  BY  THE  REVENUE  ACT 
OF  1918;  SECTION  250(b)  OF  THE  REVENUE  ACT  OF  1918. 

"Understatement"  as  used  in  section  250(b)  has  particular  refer- 
ence to  the  understatement  of  the  amount  of  the  tax  in  the  retumf 
This  is  true  whether  such  understatement  resulted  from  the  false  or 
fraudulent  computation  of  the  tax  or  from  false  or  fraudulent  mis- 
statements or  omissions  of  items  of  income  or  misstatements  of  items 
of  deduction  or  from  other  false  or  fraudulent  entries  or  omissions. 

Section  250(b),  providing  for  the  addition  as  part  of  the  tax  60 

Eer  centum  of  the  amount  of  the  deficiency,  and  not  section  3176, 
:.  S.,  as  amended  by  the  Revenue  Act  of  1918,  is  applicable  to  income 
and  profits  tax  matters  arising  under  the  Revenue  Act  of  1918,  where 
there  is  an  understatement  of  the  amount  of  the  tax  in  the  return 
and  the  understatement  resulted  from  fraud  with  intent  to  evade  the 
tax.  In  all  other  cases  of  false  or  fraudulent  returns  willfully  made 
in  matters  arising  under  the  Revenue  Act  of  1918,  section  3176,  Re- 
vised Statutes,  as  amended  by  that  Act,  is  applicable. 


Section  250,  Article  1006:  Penalty  for  non-  18-19-486. 

payment  of  tax.  O.  D.  270. 

The  charge  of  $5  is  to  be  added  as  a  part  of  the  tax  when  a 
warrant  of  distraint  is  served  irrespective  of  the  fact  that  the  delin- 
quent may  be  the  estate  of  an  insane,  deceased,  or  insolvent  person. 


166 

24-19-575. 
O.  D.  304. 

The  penalty  of  $5  added  as  a  part  of  the  tax  where  a  warrant 
of  distraint  is  served,  is  applicable  only  to  income,  war  profits,  and 
excess  profits  taxes. 

25-19-588. 
O.  D.  313. 

In  cases  where  delinquent  returns  are  filed  and  the  total  tax  k 
paid  at  the  time  of  filing,  the  penalty  of  5  per  cent  and  interest  at  the 
rate  of  1  per  cent  per  month  does  not  attach. 


2-20-678. 
O.  D.  366. 

Where  an  amended  return  showing  additional  tax  liability  has 
been  filed,  no  interest  on  the  additional  tax  will  be  collected  unless  10 
days  after  notice  and  demand  by  the  collector  the  amount  of  the  addi- 
tional tax  assessed  has  not  been  paid,  provided  there  appears  to  have 
been  no  neglect  or  intent  to  defraud  upon  the  part  or  the  taxpayer. 


7-20-747. 
0.  931. 

The  provisions  of  section  250(e),  Revenue  Act  of  1918,  apply  only 
to  taxes  imposed  under  the  provisions  of  Title  II,  Bevenue  Act  of 
1918,  except  where  by  the  provisions  of  some  other  title  they  are 
made  applicable  thereto. 


9-20-T75. 
O.  D.  408. 

A  taxpayer  having  filed  his  return  and  pai(}  the  first  installment 
of  tax  is  aware  of  his  liability  to  pay  the  balance  of  the  tax  on  the 
res|)ective  due  dates,  and  failure  to  receive  notice  and  demand  for 
the  payment  of  the  later  installments  b^  reason  of  his  absence  from 
this  country  does  not  constitute  a  sufiicient  cause  for  waiving  the 
penalty  ana  interest  on  any  installment  of  the  tax  not  paid  when 
due. 


14-20-837. 
O.  D.  442. 

The  charge  of  $5  required  to  be  added  to  the  tax  in  cases  where  it 
is  necessary  to  use  a  warrant  of  distraint,  is  collectible  not  upon  the 
issuance  but  upon  the  serving  of  such  warrant.  If  the  warrant  is 
placed  in  the  hands  of  the  taxpayer  or  is  read  to  him  personally^  it 
is  considered  as  having  been  served  whether  payment  of  the  tax  is 
made  at  once  or  is  deferred  so  that  it  becomes  necessary  to  seize 
property  of  the  taxpayer.     (Also  art.  1009.) 
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17-20-876. 
O.  1026. 

KEVENUE  ACTTS  OF   1013  AND   1916. 

Where  an  income  tax  was  asseissed  against  a  person  who  failed  to 
make  payment  when  it  became  due,  and  the  collector  thereupon  gave 
notice  and  made  demand  for  payment,  and  prior  to  the  expiration 
of  10  days  after  such  rotioe  ana  demand  the  Alien  Property  Cus- 
todian, under  the  provisions  of  the  Trading-with-the-Enemy  Act  of 
October  6,  1917,  took  over  all  the  property  of  such  person,  thereby 
rendering  it  impossible  for  him  to  make  payment  within  the  time 
required,  the  5  per  cent  penalty  and  interest  at  the  rate  of  1  per 
cent  per  month  do  not  attach.    (Also  art.  1003.) 


Section  250,  Articms  1007 :  Notice  and  demand  12-19-408. 

of  payment.  O.  D.  233. 

Under  section  250(a),  if  any  installment  is  not  paid  when  due 
the  whole  tax  unpaid  shall  become  due  and  payable  upon  notice  and 
demand  by  the  collector.  It  will  be  seen,  therefore,  that  individuals 
who  filed  their  returns  without  making  i)ayment  of  at  least  one* 
fourth  of  the  amount  should  receive  a  notice  on  Form  21,  covering 
the  correct  amount  of  the  first  installment,  which  carries  interest 
from  the  date*on  which  return  should  have  been  filed  up  to  the  date 
on  which  payment  is  made. 

They  should  also  receive  a  Form  17,  notice  and  demand  for  the 
amount  covered  by  the  second,  third,  and  fourth  installments,  and 
an  additional  Form  21,  covering  such  amount,  if  the  total  is  not  paid 
within  10  days.  Such  taxpayers  will  not  be  entitled  to  the  install- 
ment privileges  and  payment  privileges  and  payment  should  be 
demanded  in  full,  as  indicated  above. 


Section  250,  Article  1008:  Collection  of  tax  1-19-107. 

by  suit  O.  D.  75. 

If  a  corporation  in  process  of  dissolution  does  not  reserve  sufficient 
funds  to  pay  any  income  tax  assessed  against  it,  the  liability  for 
the  amount  of  tax  remaining  unpaid  attaches  to  the  individual  stock- 
holders, and  if  necessary  legal  proceedings  may  be  instituted  against 
them  for  collection  of  the  tax. 


4^19-235. 
0.833. 

The  five-year  limitation  on  assessment  and  suit  contained  in  sec- 
tion 250(d)  applies  only  to  taxes  due  under  the  Revenue  Act  of  1918. 

Section  252  does  not  operate  so  as  to  take  away  the  rights  which 
a  taxpayer  has  under  section  3228,  Revised  Statutes,  to  nle  a  claim 
for  refund  within  two  years  after  the  time  the  cause  of  action 
accrued. 

The  five-year  limitation  in  section  252  does  not  apply  to  claims 
for  abatement 
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12-1^-409. 
O.  D.  234. 

Where  it  is  discovered  that  further  taxes  for  1913  and  other  years 
prioi;  to  1918  are  due  from  individuals  and  the  discovery  is  not  made 
until  after  three  years  from  the  date  the  returns  for  such  vears  were 
due,  amended  returns  or  waivers  should  be  secured,  as  heretofore, 
in  order  that  the  further  taxes  due  may  be  assessed  and  collected 
without  the  necessity  of  instituting  suit  against  the  taxpayers, 
(Also  sec.  1400.) 

15-20-857. 
Section  250,  Article  1012 :  Assessment  of  tax.  T,  D.  3000. 

PRIORITT  OF  FEDERAL  TAXES — ^DECISION   OF  COURT. 

(Smictanka  v.  Zihell,  U.  S.  Circuit  Ck)iirt  of  Appeals  for  the  Seventh  Clrcalt, 

January,  1920,  No.  2757.) 

Section  3466,  Revised  Statutes,  is  in  pari  materia  with  sections 
64(a)  and  64(b)  of  the  Bankruptcy  Act,  and  to  the  extent  that  it  is 
in  conflict  therewith  it  is  superseded  thereby.  Therefore  no  priority 
is  given  to  Federal  taxes  except  over  creditors,  and  such  taxes  are  not 
entitled  to  priority  over  the  administration  expenses  of  the  bank- 
ruptcy proceedings. 

(Note.— ^This  decision  is  published  in  full  on  page  36  of  Bulletin 
15-20.) 


Section    250,    Artict.e    1018:  Declaration    of  3-19-205. 

termination  of  taxable  period.  O.  D.  131. 

An  alien  who  desires  to  depart  from  the  United  States  is  required 
to  submit  to  the  proper  official  a  certificate  signed  either  by  the 
collector  of  internal  revenue  for  the  district  in  which  he  last  resided 
or  for  the  district  in  which  the  port  of  embarkation  is  located,  stating 
that  the  collector  has  satisfied  himself  that  the  alien  has  complied 
with  all  tax  obligations  with  respect  to  income  accruing  up  to  the 
end  of  the  month  just  preceding  the  date  of  the  issuance  of  the 
certificate. 


13-19-429. 
M.  2195. 

Uniform  procedure  for  collecting  income  tax  from  aliens  seeking 
passage  abroad: 

1.  Aliens  who  desire  to  depart  from  this  country  should  satisfy  all 
income-tax  obligations. 

2.  In  computing  the  tax  liability  of  any  person  whose  taxable 
period  is  terminated  in  accordance  with  section  250(g),  the  taxpayer 
IS  entitled  to  the  same'  personal  exemption  and  credit  for  dependents 
as  he  would  have  been  entitled  to  had  the  return  been  prepared  for 
the  full  taxable  year.     (See  art.  1013,  Reg.  46.) 

3.  If  any  income  tax  has  been  withheld  from  wages  or  other  income 
of  an  alien,  credit  therefor  should  be  given  to  the  taxpayer  when  com- 
puting the  balance  of  income  tax  due  the  United  States  Government. 
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4.  An  alien,  who  is  a  resident  for  income-tax  purposes  during  the 
year  1918  but  decides  in  1919  to  return  to  his  native  country,  should 
be  classified  as  a  nonresident  alien  for  the  taxable  period  of  1919. 

6.  An  alien  appearing  before  the  collector  of  internal  revenue 
should  be  questioned  as  to  his  earnings  for  1916, 1917, 1918,  and  1919, 
and  Form  1040C  should  be  executed  m  duplicate  by  the  alien,  and  the 
certificate  of  compliance  signed  by  the  collector. 

6.  An  American  citizen  applying  for  a  sailing  permit  should 
satisfy  the  internal-revenue  agent  in  charge  that  ne  had  paid  all 
installments  of  income  tax  due  up  to  the  date  of  departure  and  has 
made  arrangements  for  the  payment  of  future  installments  as  they 
become  due. 

7.  The  examination  of  aliens  in  the  collector's  office  should  be  in 
charge  of  one  man  thoroughly  qualified  as  to  the  tax  liability  of 
aliens,  whether  resident  or  nonresident,  and  the  exemption  to  which 
entitled. 

8.  Steamship  officials  will  require  persons  applying  for  overstamp- 
ing  of  tickets  to  produce  a  sailing  permit  signed  by  the  proper 
internal-revenue  omcer. 

9.  In  cases  where  an  alien  has  failed  to  appear  before  the  collector 
cf  internal  revenue  for  his  district  prior  to  seeking  passage  to  a 
foreign  country,  it  will  be  necessary  for  him  to  appear  before  the 
collector  of  internal  revenue  for  the  district  in  which  the  port  of 
embarkation  is  located  in  order  to  satisfy  his  income-tax  obligations. 


18-19-487. 
O.  D.  271. 

The  instructions  issued  in  IT-MIM  2195  (13-19-429;  sec.  250,  art. 
1013)  and  other  instructions  issued  with  respect  to  departing  aliens 
are  not  applicable  to  representatives  of  foreign  countries  bearing 
diplomatic  passports. 


27-19-606. 
O.  D.  324. 

Certificates  of  compliance  with  income  tax  obligations  may  be 
procured  either  from  the  office  of  a  collector  of  internal  revenue  or 
from  the  branch  office  of  the  collector  within  the  same  collection  dis- 
trict. Th^  deputy  collector  or  revenue  agent  acting  for  the  collector 
will  issue  the  certificates. 


2&-19-617. 
O.  D.  331. 

Aliens  having  a  status  as  residents  of  the  United  States  and  de- 
siring to  leave  the  United  States  temporarily  will  be  required  to 
show  that  all  income  tax  obligations  for  the  taxable  year  and  prior 
years  to  the  date  of  departure  have  been  satisfied,  and  that  provision 
nas  been  made  for  payment  of  subsequent  installments  of  tax  as  they 
come  due ;  also  that  arrangements  have  been  made  for  filing  of  re- 
turns and  payment  of  tax  for  the  succeeding  year,  should  their 
absence  extend  beyond  the  time  for  filing  such  returns  and  paying 
the  tax. 
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28-19-618. 
O.D.332. 

For  the  purpose  of  the  Revenue  Act  of  1918,  the  Virgin  Islands 
are  to  bo  regarded  as  foreign  territory.  Rulings  relative  to  citizens 
and  aliens  departing  from  the  United  States  are  therefore  applicable 
to  persons  who  plan  to  go  to  those  islands,  but  citizens  of  the  Virgin 
Islands  who  reside  in  the  United  States  and  plan  to  go  to  the  islands 
are  to  be  treated  in  the  same  manner  as  citizens  of  the  United  States 
in  the  matter  of  satisfying  income-tax  obligations  to  the  United 
States  before  departing  from  this  country. 


4-20-709. 
O.  D.  385. 

In  the  case  of  an  alien  leaving  the  country,  if  his  name  does  not 
appear  on  any  Form  1042  filed  by  his  employer  for  the  years  1916, 
1917,  1918,  or  1919,  the  collector  may,  for  the  purpose  of  determin- 
ing the  alien's  tax  liability,  require  the  employer  to  furnish  state- 
ments of  the  alien's  earnings  for  the  years  in  question  under  section 
3173  of  the  Revised  Statutes  as  amended. 


16-20-S67. 
O.  D.  46S. 

The  status  of  an  alien  leaving  the  United  States  during  the  taxable 
year  is  determined  by  his  status  on  the  last  day  of  his  taxable  period. 
The  taxable  period  is  the  interval  between  January  1  and  the  last  day 
of  the  month  preceding  his  departure.  If  the  alien  had  formed  no 
intention  of  leaving  the  United  States  by  such  date  he  will  be  taxed 
as  a  resident  alien.  If,  however,  his  intention  to  depart  was  formed 
prior  to  the  last  day  of  the  month  preceding  departure,  he  will  be 
taxed  as  a  nonresident  alien  for  such  period.  In  either  case  the  alien 
is  entitled  to  the  full  exemption  and  credit  for  dependents  that  he 
would  have  been  entitled  to  had  his  return  been  filed  for  the  full 
taxable  year.  If  the  absence  of  a  resident  alien  is  to  be  only  tempo- 
rary, he  will  not  lose  his  status  as  resident  by  reason  of  such  absence. 
(Also  sec.  217,  art.  312.) 

SECTION  251.— RECEIPTS  FOB  TAXES. 

Section  251,  Article  1021 :  Receipts  for  tax  8-19-332. 

payments.  T.  D.  2874. 

1.  Receipts  to  taxpayers. — Duty  to  issue :  The  fact  that  section  251 
of  the  act  of  February  24,  1919,  requires  that  full  written  or  printed 
receipts  be  issued  to  taxpayers  only  on  request  therefor  does  not  limit 
the  collector's  mandatory  duty  to  issue  them  when  requested  afld 
does  not  fail  to  make  them  documents  required  to  be  issued  when- 
ever requested,  and  the  receipts  are  plainly  documents  required  to  be 
issued  by  such  section. 

2.  Same. — Simulation  or  fraudulent  execution :  Such  receipts  are 
documents  required  by  provisions  of  the  internal-i'evenue  laws  and 
by  a  regulation  made  in  pursuance  thereof,  within  the  meaning  of 


171 

section  34:51,  Bevised  Statutes,  making  it  an  offense  to  simulate  or 
falsely  or  fraudulently  execute  or  sign  any  document  required  by  the 
internal-revenue  laws,  or  any  regulation  made  in  pursuance  thereof, 
or  to  procure  the  same  to  be  falsely  or  fraudulently  executed,  or  to 
advise,  aid  in,  or  connive  at  such  execution  thereof. 

3.  Same. — Blanks :  The  offense  may  be  committed  either  where  the 
receipt  itself  is  a  genuine  receipt  of  the  kind  kept  for  that  purpose  in 
the  office  of  the  internal-revenue  collector,  but  signed  by  the  defend- 
ant without  authority,  or  where,  even  if  not  a  blank  of  the  kind 
required  to  be  kept,  the  blank  itself  is  sin^ulated  or  falsely  or  fraudu- 
lently executed  and  issued  by  a  person  who  has  no  power  or  authoritj' 
to  do  so. 

4.  Same. — ^Income-tax  receipts:  Where  defendant  was  charged 
with  violating  section  3451,  Kevised  Statutes,  in  that  he  falsely, 
fraudulently,  etc.,  simulated  and  executed  and  advised,  aided  in, 
and  connived  at  the  execution  of  certain  income-tax  receipts  required 
by  section  251  of  the  Act  of  February  24,  1919,  to  be  given  when  re- 
quested, what  defendant  told  the  persons  who  paid  the  money  is  not 
material,  nor  is  the  question  whether  or  not  such  persons  were  sub- 
ject to  the  payment  of  an  income  tax,  or  to  assessment  and  levy  of 
such  tax. 


SECTION  252.— REFUNDS. 

Section  252,  Abticub  1082 :  Claims  for  abate-  31-19-G52. 

ment  of  taxes  erroneously  assessed.  O.  957. 

It  is  within  the  discretion  of  a  collector  of  internal  revenue  to 
require  a  bond  as  a  condition  of  the  suspension  of  the  collection  of  the 
tax  "where  a  claim  for  abatement  of  the  tax  has  been  filed. 

Only  an  amount  of  income,  war  profits,  or  excess  profits  tax  which 
has  been  actually  found  to  have  been  paid  in  excess  of  what  was 
properly  due,  can  be  credited  against  income,  war  profits,  or  excess 
profits  taxes  due  from  the  taxpayer  under  any  other  return. 


Section  262,  Article  1084:  Claims  for  credit  1-20-662, 

of  taxes  erroneously  collected.  O.  974. 

The  tax  imposed  on  undistributed  net  income  of  corporations  by 
section  10(b)  of  the  Act  of  September  8, 1916,  as  amended  by  the  Act 
of  October  3, 1917,  is  held  to  be  an  income  tax  within  the  meaning  of 
section  252  of  the  Revenue  Act  of  1918,  and  may,  therefore,  be  cred- 
ited against  an  additional  amount  of  income  tax  due  from  the  tax- 
payer within  the  limitations  of  that  section. 


11-20-789A. 
M.  2429. 


Instructions  for  the  acceptance  of  claim  for  credit  on  Form  47-A 
on  account  of  overpayment  of  taxes  on  stock  dividends.  (Published 
in  full  on  p.  16  of  Bulletin  No.  11-20.) 
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11-20-789B. 
M.  2436. 

Further  instructions  relative  to  credit  for  overpayments  of  taxes 
on  stock  dividends.  (Supplementing  M.  2429.)  (Published  in  full 
on  p.  17  of  Bulletin  No.  11-20.) 


15-20-851 
O.  D.  457. 

Returns  for  1918  were  filed  for  a  partnership  and  its  members  in 
accordance  with  the  Revenue  Act  of  1917,  prior  to  the  passage  of  the 
Revenue  Act  of  1918,  and  tax  paid  accordingly.  The  partnership 
was  incorporated  prior  to  July  1,  1919,  and  elected  to  be  taxed  as  a 
corporation  under  the  provisions  of  paragraph  3,  section  330,  Revenue 
Act  of  1918.  Amended  returns  for  1918  showing  overpayment  of 
tax  were  filed  by  the  partners. 

There  is  no  provision  in  the  law  whereby  either  the  tax  paid  by  the 
partnership  or  any  excess  tax  paid  by  the  partners  mav  oe  credited 
against  any  tax  liability  of  the  successor  corporation  for  any  year. 
Remedy  may  be  sought  only  by  the  partnership  and  the  individual 
members  thereof  filing  claims  for  the  refunding  of  any  excess  tax 
paid.     (Also  sec.  330,  art.  933.) 


Section  252,  Article  1036 :  Claims  for  refund 
of  taxes  erroneously  collected. 

(See  7-19-310;  sec.  335.)     Excess  profits  tax  paid  by  partnerships 
with  respect  to  income  received  during  1918  should  be  refimded. 


&-19-333. 
T.  D.  2871. 

The  final  edition  of  Regulations  45  is  amended  by  changing  the 
last  two  sentences  of  article  1036  to  read  as  follows : 

In  certain  cases  of  overpayment  by  taxpayers  the  coHector  may  repay  the 
excess  after  allowance  by  the  Commissioner  of  a  claim  for  refund  made  by  the 
collector  on  Form  751.  The  cases  in  which  refund  is  made  throngh  collectors 
are  covered  by  specific  provisions  not  herein  incorporated.  The  Commissioner 
has  no  authority  to  refund  on  equitable  grounds  penalties  legally  collected. 


1&-19-488. 
O.  D.  272. 

When  a  claim  for  refund  is  filed  by  aliens,  resid^it  or  nonresident, 
on  Form  46,  a  copy  of  the  form  upon  which  the  alien  was  assessed 
and  taxed  should  be  attached  to  Form  46. 


(See  30-19-643;  sec.  223,  art.  401.)  Claim  for  refund  of  tax  paid 
in  advance  or  on  the  basis  of  a  tentative  return  when  correct  net 
income  insufficient  to  require  a  return. 
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Section  252,  Article  1037:  Suits  for  recovery  9-19-347. 

of  taxes  erroneously  collected.  T.  D.  2882(2). 

Sums  due  the  United  States  are  a  valid  offset  as  against  amount 
found  due  taxpayer  in  suit  against  collector,  though  included  there- 
in are  items  which  the  Commissioner  of  Internal  Revenue  did  not 
claim  to  be  due  the  United  States  when  considering  the  return  for 
assessment  purposes. 


SECTION  253— PENALTIES. 

1-19-108. 
Section  253,  Article  1041 :  Specific  penalties.  S.  931. 

The  giving  of  instructions  or  advice  with  the  purpose  and  intent 
of  inducing  persons  liable  to  make  income  returns  or  paj  income  tax 
to  refrain  from  making  such  returns  or  paying  such  tax  is  an  attempt 
to  defeat  the  tax  within  the  meaning  or  the  statute,  and  those  giving 
such  instructions  or  advice  are  amenable  thereto. 


6-19-282. 
O.  D.  168. 

If  a  citizen  about  to  leave  the  United  States  willfully  refused 
to  pay  such  tax  as  was  properly  due,  he  might  be  arrested  and  de- 
tained for  the  purpose  of  facing  prosecution  criminally  for  a  viola- 
tion of  section  253  of  the  Revenue  Act  of  1918.  Furthermore,  the 
district  courts  of  the  United  States,  at  the  instance  of  the  United 
States,  are  invested  with  jurisdiction  to  make  and  issue  writs  itnd 
orders  of  injunction  and  ne  exeat  republica  and  such  orders  and 
process  as  may  be  necessary  or  appropriate  for  the  enforcement  of 
the  provisions  of  the  Revenue  Act  of  1918.  (Sec.  1818.)  With  re- 
spect to  these  provisions  a  citizen  departing  is  in  no  different  position 
from  a  citizen  continuing  in  the  United  States — ^the  act  being  enforce- 
able alike  against  taxpayers  continuing  in  the  United  States  and  tax- 
payers departing  from  the  United  States. 


13_19_430. 
O.  893. 

Neither  partnerships  nor  individuals  when  in  default  in  connec- 
tion with  the  excess  profits  tax  law  are  subject  to  the  penalties  pro- 
vided in  section  1004  of  the  Revenue  Act  of  1917.  The  ad  valorem 
penalty  attached  for  failure  to  make  returns  is  50  per  cent.  (1917 
law  only.) 

(See  18-19-489;  sec.  256,  art.  1071.)  Imposition  of  specific  penal- 
ties for  failure  to  file  returns  of  information. 
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SECTION  256— INFORMATION  AT  SOURCE. 

Section  256,  Article  1071 :  Return  of  informa-  18-19-489. 

tion  as  to  payments  of  $1,000.  0. 907. 

Section  3167  of  the  Revised  Statutes  as  amended  by  section  1317  of 
the  Revenue  Act  of  1918  is  applicable  to  any  income  return,  includ- 
ing returns  made  on  Forms  1096  and  1099. 

Where  a  corporation  or  its  representatives  fail  to.  supply  or  make 
proper  returns  of  information  called  for  under  section  256  of  the 
Revenue  Act  of  1918,  the  penalties  provided  for  under  section  263  of 
said  Act  may  be  invoked.    (Also  sec.  253,  art.  1041.) 


12-20-800. 
O.  D.  416. 

Fees  paid  by  a  corjjoration  for  professional  services  should  be 
includea  in  returns  of  information  in  cases  where  amounts  paid  to 
any  invididual  or  partnership  during  a  calendar  year  equal  or  exceed 
one  thousand  dollars. 


13-20-818. 
O.  D.  428. 


Actual  amounts  of  $1,000  or  more  paid,  or  credited  and  made 
available  during  the  calendar  year  should  he  reported  in  returns  of 
information  on  Forms  1099  (revised)  and  1096  (revised). 


16-20-86& 
O.  D.  469. 

Corporations  which  are  affiliated  within  the  meaning  of  section  240 
of  the  Revenue  Act  of  1918  are  required  to  make  a  consolidated 
return  of  net  income  and  invested  capital,  but  they  will  not  be 
permitted  to  file  a  consolidated  return  of  information  at  the  source. 
Each  corporation  must  file  a  separate  return  of  information  as  re- 
quired by  section  256.    (Also  sec.  240,  art.  632.) 


16-20-869. 
O.  D.  470. 

A  department  of  municipal  government  is  required  to  file  a  return 
of  information  as  providea  in  section  256  of  the  Revenue  Act  of  1918, 
showing  payments  of  fixed  or  determinable  gains,  profits,  and  income 
of  $1,000  or  over  in  any  taxable  year,  excluding  from  the  return, 
however,  payments  made  as  salary  or  wages  to  omcials  or  employees 
of  a  State  or  political  subdivision  thereof,  and  payments  of  interest 
on  the  obligations  of  a  State  or  j^olitical  subdivision  thereof.  (Also 
art.  1074. 

Section  256,  Articm!  1072 ;  Return  of  6-20-733. 

information  as  to  payments  to  employees.  O.  D.  401. 

In  executing  Form  1099,  an  employer  who  is  required  to  withhold 
tax  from  an  employee  under  a  State  income  tax  law,  should  report  on 
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such  form  tlie  amouB4)  -ot  the  salaiy  paid  to  the  emplojee  plus  tiie 
amount  of  the  tax  withheld.  The  employee  should  report  the  same 
amount  in  his  personal  return  on  Form  1040  or  Form  1040 A  as  the 
case  may  be. 

Seci'iok  256,  Article  1074:   Cases  where  no  2-19-172. 

return  of  information  required.  O.  D.  116. 

Where  a  lease  provides  for  a  payment  of  rental  in  «rop  shares,  the 
landlord  and  tenant  sharing  proportionately  the  expenses,  such 
payments  are  not  fixed  or  determinable  and  need  not  be  reported. 


Section  256,  Article  1076 :  Eeturn  of  information  1-19-110. 

as  to  payments  to  nonresident  aliens.  O.  D.  76. 

Form  1099  is  required  in  case  of  payment  to  a  nonresident  alien 
partnership  of  interest  on  bank  deposits  if  the  interest  amounts 
to  $1,000  or  more. 


5-l»-263. 
O.  D.  162. 

In  cases  where  a  foreign  corporation  is  the  registered  owner  of 
stock  of  a  domestic  corporation  and  the  actual  owner  is  a  non- 
resident alien  indiTidual  or  partnership,  disclosure  of  actual  owner- 
ship should  be  made  on  Form  1087,  revised,  in  order  tliat  a  domestic 
corporation  required  to  render  a  return  of  information  as  to  divi- 
dends in  accordance  with  section  254  of  the  Act  may  have  at  its  dis- 
posal information  as  to  actual  ownership  of  the  stock.  The  foreign 
corporation  as  the  registered  holder  is  not,  however,  required  to 
render  any  return  or  withhold  any  tax  from  income  paid  to  the 
actual  owner  of  the  stock,  nor  is  there  any  provision  under  the 
Revenue  Act  of  1918,  whereby  any  withholding  of  tax  at  the  source 
is  required  by  the  debtor  corpoii^on  witJi  respect  to  such  income 
whether  actually  owned  by  the  registered  owner  or  by  a  third  party. 

Nonr^deiat  alien  individuals  who  aro  actual  owners  of  stock 
regi^«red  in  the  name  of  a  foreign  corporation  should  render  or 
cause  to  be  rendered  a  return  of  income  from  sources  within  the 
United  States,  including  divid«ids  upon  stock  actually  owned  by 
them,  but  registered  in  the  name  of  the  foreign  corporation. 


Sdction  256,  AmPKXR  1078:  Ownership  oertrfi-  31-19-653. 

«ates  fw  foreign  items.  O.  D.  354. 

Nonresident  alien  individuals,  partnerships,  and  corporations  not 
engaged  in  trade  or  business  withm  the  United  States  and  having  no 
office  or  place  of  business  therein,  should  file  Form  1001-A  properly 
modified,  in  connection  with  interest  coupons  on  bonds  of  a  corpora- 
tion organized  in  the  United  States  but  which  transacts  no  business 
in  the  United  States  and  owns  no  property  therein. 

In  cases  where  Form  1000  has  been  filed  by  nonresident  alien 
bondholders,  the  certificate  should  be  stamped  as   follows  before 
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being  forwarded  to  the  Commissioner  of  Internal  Revenue,  Sorting 
Division : 

Exempt — debtor  corporation  owns  no  property  and  does  no  business  !n  the 
United  States. 


3-20-694. 
O.  D.  377. 

In  case  foreign  items  are  presented  for  collection  unaccompanied 
by  certificates  and  the  actual  owners  are  unknown,  the  first  bank  or 
collecting  agent  accepting  such  items  for  collection  shall  execute  affi- 
davit and  Form  1001- A  showing  name  and  address  of  the  payee.  For 
audit  purposes  tlie  payee  will  be  considered  the  actual  owner  of  the 
income. 


SECTION  257.— KETURNS  TO  BE  PUBLIC  RECORDS. 

Section  257,  Article  1091:  Inspection  of  re-  14-19-439. 

turns.  0. 897. 

The  Commissioner  of  Internal  Revenue  may  lawfully  cause  to 
be  prepared  from  stencils  in  the  offices  of  the  several  collectors  a 
list  or  lists  containing  the  names  and  post-office  addresses  of  indi- 
viduals making  income  tax  returns  to  the  several  collectors  and  may 
cause  them  to  be  placed  in  the  office  of  the  comptroller  of  the  State 
to  be  available  for  public  inspection.  This  authority  does  not  ex- 
tend to  lists  of  partnership  or  fiduciaries.  Inspection  of  corporate 
returns  by  State  officers  is  covered  by  another  provision  of  the  law. 


17-19-473. 
O.  879. 

Ownership  certificates,  certified  copies. — Ownership  certificates 
are  income  returns  within  the  meaning  of  section  3167,  Revised 
Statutes,  as  amended.  As  they  are  filed  as  a  result  of  income  tax 
laws  for  the  purpose  of  being  used  in  connection  with  income  tax  re- 
turns they  are  to  be  treated  as  such  under  the  regulations  governing 
the  furnishing  of  copies. 

27-19-607. 
O.  D.  325. 

Under  the  regulations  governing  inspection  of  income  tax  re- 
turns, if  a  taxpayer  renders  a  joint  return  in  behalf  of  himself  and 
his  wife,  copies  of  the  return  may  be  furnished  only  to  the  person 
rendering  the  return  or  to  his  duly  constituted  attorney. 


31-19-654. 
O.  D.  355. 

The  executor  of  an  estate  may  secure  copies  of  income  tax  returns 
filed  by  the  decedent  upon  submission  to  the  Commissioner  of  a  cer- 
tified copy  of  letters  testamentary  evidencing  his  appointment  as 
executor. 
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4-20-710. 
T.  D.  2961. 

Regulations  governing  the  inspection  of  returns  of  individuals, 
partnei*shlps,  corporations,  associations,  Joint-stock  companies,  and 
insurance  companies  made  pursuant  to  the  requirements  of  section 
2  of  the  Tariff  Act  of  October  3,  1918 ;  Title  I  of  the  Revenue  Act 
of  1916 ;  Title  II  of  the  Revenue  Act  of  1917 ;  and  Titles  II  and  III 
and  section  1000,  Title  X,  of  the  Revenue  Act  of  1918.  Former 
r^Tulations  bearing  on  the  same  subject  superseded. 

The  return  of  an  individual  shall  be  open  to  inspection  by  the 
person  who  made  the  return,  or  by  his  duly  constituted  attorney  in 
tact;  by  the  administrator,  executor,  or  trustee  of  the  taxpayer's 
estate,  or  by  the  duly  constituted  attorney  in  fact  of  such  adminis- 
trator, executor,  or  trustee  where  the  maker  of  the  return  has  died ; 
and  in  the  discretion  of  the  Commissioner  of  Internal  Kevenue  by 
one  of  the  heirs  at  law  or  next  of  kin  of  such  deceased  person  upon 
showing  that  he  has  a  material  interest  which  will  be  a&cted  by  in- 
formation contained  in  the  return. 

A  joint  return  of  a  husband  and  wife  shall  be  open  to  inspection 
by  either  spouse  for  whom  the  return  was  made,  or  his  or  her  duly 
constituted  attorney,  upon  satisfactory  evidence  of  such,  relationship 
being  furnished. 

The  return  of  a  partnership  shall  be  open  to  inspection  by  any 
individual  (or  his  duly  constituted  attorney  in  fact,  or  legal  repre- 
sentative) who  was  a  member  of  such  partnership  during  any  part 
of  the  time  covered  by  the  return  upon  satisfactory  evidence  of  such 
fact  being  furnished. 

The  return  of  a  corporation  shall  be  open  to  inspection  upon  satis- 
factory evidence  of  identity  and  official  position  by  the  president, 
vice  president,  secretary,  or  treasurer  of  such  corporation  or,  if  none, 
its  principal  officer,  and  by  a  stockholder  of  such  corporation  as  pro- 
vided in  the  following  paragraph : 

A  stockholder  of  record  owning  1  per  centum  or  more  of  the 
outstanding  stock  of  a  corporation  may  be  permitted  to  inspect  its 
return.  Such  permission  will  only  be  granted  upon  an  application 
in  writing  to  the  Commissioner  of  Internal  Revenue,  accompanied 
by  an  affidavit  showing  applicant's  address,  the  name  of  the  corpora- 
tion, the  period  of  time  covered  by  the  return  he  desires  to  inspect, 
and  a  certificate  from  the  officials  of  the  corporation  or  other  satis- 
factory^ evidence  showing  the  amount  of  the  corporation's  outstand- 
ing capital  stock,  the  number  of  shares  owned  by  the  applicant,  the 
date  when  such  stock  was  acquired,  and  satisfactory  proof  of  iden- 
tity- This  privilege  of  inspection  is  personal  and  will  be  granted 
only  to  the  stockholder.  This  rule  has  no  application  to  the  return  of 
a  corporation  filed  pursuant  to  the  Revenue  Act  of  1918 ;  specific  pro- 
vision, independent  of  presidential  regulation,  being  made  in  that 
act  for  inspection  by  a  stockholder  of  a  return  of  a  corporation  filed 
thereunder  (second  proviso  of  sec.  257). 

When  the  head  of  an  executive  department  (other  than  the  Treas- 
ury Department)  or  of  any  other  United  States  Government  estab- 
lishment desires  to  inspect  or  to  have  some  other  officer  or  employee 
of  his  branch  of  the  service  inspect  a  return  in  connection  with  some 
matter  officially  before  him,  the  inspection  may,  in  the  discretion  of 
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the  Secretary  of  the  Treasury,  be  permitted  upon  written  appUca- 
tion  to  him  bv  the  head  of  such  executive  department  or  other  Gov- 
ernment establishment.  The  application  must  be  signed  by  such 
head  and  must  show  in  detail  why  the  inspection  is  desired,  the  name 
and  address  of  the  taxpayer  who  made  the  return,  and  the  name  and 
official  designation  of  the  one  it  is  desired  shall  inspect  the  return. 
When  the  head  of  a  bureau  or  office  in  the  Treasury  Department, 
not  a  part  of  the  Internal  Revenue  Bureau,  desires  to  inspect  a  return 
in  connection  with  some  matter  officially  before  him,  other  than 
an  income,  profits  tax,  or  corporation  excise  tax  matter,  "tne  inspection 
may,  in  the  discretion  of  the  Secretary,  be  permitted  upon  written 
application  to  him  by  the  head  of  such  bureau  or  office,  showing  in 
detail  why  the  inspection  is  desired.  ^  The  reasons  submitted  for  per- 
mission to  inspect  as  provided  in  this  paragraph  shall  be  considered 
by  the  Secretary  and  a  decision  reached  by  him  whether  the  reasons 
are  sufficient  to  permit  the  inspection. 


4-20-711. 
T.  D.  2962. 

I.  REGULATIONS  GOVERNING  THE  FURNISHING  OF  COPIES  OF 

INCOME  BETUENB. 

The  original  income  return  of  an  individual,  partnership,  corpora- 
tion, association,  joint-stock  company,  insurance  company,  or  fiduci- 
ary, or  a  copy  thereof,  maj  be  furnished  by  the  Commissioner  of 
Internal  Revenue  to  a  United  States  attorney  for  use  as  evid^ce 
before  a  United  States  grand  jury  or  in  litigation  in  any  court,  where 
the  United  States  is  interested  in  the  result,  or  tor  use  in  the  prepa- 
ration of  such  litigation,  or  to  any  attorney  connected  with  the  De- 
partment of  Justice  designated  by  the  Attorney  General  to  handle 
such  matters  if  and  when  the  Attorney  General  states  to  the  Com- 
missioner in  writing  that  such  attorney  is  so  designated.  When  an 
income  return  or  copy  thereof  is  thus  furnished,  it  must  be  limited  in 
use  to  the  purpose  for  which  it  is  furnished  and  is  under  no  condi- 
tion to  be  made  public  except  where  publicity  necessarily  results 
from  such  use.  In  case  tiie  original  return  is  necessary,  it  sliall  be 
placed  in  evidence  by  the  Commissioner  of  Internal  Bevenue  or  by 
some  other  officer  or  employee  of  the  Internal  Revenue  Bureau  desig- 
nated by  the  Commissioner  for  that  purpose,  and  after  it  has  been 
placed  in  evidence  it  shall  be  returned  to  the  files  in  the  office  of  the 
Commissioner  in  Washington.  An  original  return  will  be  furnished 
only  in  exceptional  cases,  and  then  only  when  it  is  made  to  appear 
that  the  ends  of  justice  may  otherwise  be  defeated.  Neither  the 
original  nor  a  copy  of  an  income  r^um  desired  for  use  in  liti^tion 
in  court  where  the  United  States  Government  is  not  interested  in  the 
result  and  where  such  use  might  result  in  making  public  the  informa- 
tic«i  contained  therein  will  be  furnished,  except  as  otherwise  provided 
in  the  next  sucoeeding  paragraph. 

A  copy  of  an  income  return  may  be  furnished  bv  the  Commissioner 
of  Internal  Revenue  to  the  person  who  made  the  return  or  to  his 
duly  constituted  attornev,  or  if  the  person  is  deceased,  to  his  executor 
or  administrator ;  or  if  the  entity  is  in  the  hands  of  a  receiver,  trustee 
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in  bankruptcy^  guardian  or  similar  legal  custodian^  to  the  receiver,' 
trustee,  or  other  similar  custodian  upon  written  application  for  same 
accompanied  by  satisfactory  evidence  that  the  applicant  comes  within 
this  pro\'ision*'^  "  The  person  who  made  the  return  "  as  herein  used 
refers  in  the  case  of^an  individual  return  to  the  individual  whose 
return  is  desired,  and  in  the  case  of  a  return  of  a  corporation,  asso- 
ciation, joint-stock  company,  insurance  company  or  fiduciary  to  the 
corporation,  association,  joint-stock  company  or  fiduciary,  a  copy 
of  whose  return  is  desired.  A  corporation  may  also  designate  by 
proper  action  of  its  board  of  directors  the  officer  or  individual  to 
whcMn  a  copy  of  a  return  made  by  the  corporation  may  be  furnished, 
and  upon  sufficient  evidence  of  such  action  and  of  the  identity  of  the 
officer  or  individualj  a  copy  may  be  furnished  to  such  person.  A 
copy  of  a  partnership  income  return  will  be  furnished  to  the  part- 
ners only  in  case  all  tne  partners  join  in  the  request  therefor^  it  mat- 
ters not  what  particular  partner  or  officer*  of  the  partnership  made 
the  return.  If  the  partnership  has  been  dissolved  the  members  sur- 
viving may  be  furnished  a  copy  if  all  the  members  surviving  join  in 
the  request.    (Also  arts.  1092  to  1094.) 


n.  GIVING  TO  STATE  OFFICIAIiS  ACCESS  TO  INCOME  BETURNS  OF 
CORPORATIONS,  ASSOCIATIONS,  JOINT -STOCBl  COMPANIES,  AND 
INSURANCE   COMPANIES. 

The  proi^er  officers  of  a  State  imposing  an  income  tax  are  entitled 
as  of  right  upon  the  request  of  its  governor  to  have  access  to  the 
income  and  profits  tax  returns  of  a  corporation,  association,  joint- 
stock  company  or  insurance  company  or  to  an  abstract  thereoi  show- 
ing its  name  and  income.  Proper  officers  in  this  connection  are  only 
those  officers  of  the  State  who  are  charged  with  the  enforcement  of 
the  State  income  tax  law  and  who  are  to  use  the  information  gained 
by  the  access  only  in  connection  with  such  enforcement. 

The  request  or  application  of  the  governor  must  be  in  writing, 
signed  by  mm  under  the  seal  of  his  State,  and  must  show : 

(a)  That  the  State  imposes  an  income  tax. 

(b)  The  name  and  addre^  of  the  corporation,  association,  joint- 

stock  company,  or  insurance  company  making  the  returns 
to  which  access  is  desired. 
Ic)  Why  access  is  desired. 
{a)  The  names  and  official  positions  of  the  officers  designated  to 

have  the  access. 
{e)  That  such  designated  officers  are  charged  with  the  enforcement 

of  the  State  income  tax  law. 
(/)  That  the  information  to  be  gained  by  the  access  is  to  be  used 

only  in  connection  with  such  enforcement. 
The  request  on  application  of  the  governor  may  be  addressed 
either  to  the  Secretary  of  the  Treasury  or  to  the  Commissioner  of 
Internal  Revenue,  but  should  be  transmitted  to  the  Commissioner, 
who  will  set  a  convenient  time  for  the  access  to  the  returns  (or  to  an 
abstract  thereof,  as  he  may  determine). 

Access  shall  be  given  only  in  the  office  of  the  Commissioner  of 
Internal  Revenue  in  Washington. 
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The  officers  designated  by  the  governor  will  not  be  permitted  to 
name  another  person  or  persons  to  examine  the  returns  (or  abstracts) 
for  them ;  they  will  be  given  access  only  to  the  returns  of  those  cor- 
porations,  associations,  joint-stock  companies,  or  insurance  com- 
panies organized  or  doing  business  in  their  State;  they  may  have 
access  to  lists  furnished  to  supplement  and  become  a  part  of  the 
returns  to  which  they  are  given  access;  and  they  may  nave  access 
to  the  capital  stock  tax  returns  filed  under  the  provisions  of  section 
lOOO  of  the  Revenue  Act  of  1918  under  the  same  conditions  pre- 
scribed in  the  preceding  paragraph  for  access  to  the  inc<xne  and 
profits  tax  returns'  of  corporationSvassociations,  joint-stock  com- 
panies, and  insurance  companies.  This  right  does  not  extend  to 
the  examination  of  capital  stock  tax  returns  filed  pursuant  to  prior 
acts  of  Congress. 

in.  EXAMINATION  BY  A  'STOCKHOLDER  OF  THE  ANNTjAIj  INCOME 
RETURNS  OP  A  CORPORATION  MADE  PURSUANT  TO  TITLES  U  AND  HI 
AND  SECTION    1000,  TITLE  X,  OF  THE  REVENUE  ACT  OF   1918. 

A  bona  fide  stockholder  of  record  owning  1  per  cent  or  more  of 
the  outstanding  stock  of  a  corporation  shall  be  entitled  as  of  right, 
upon  making  request  of  the  Commissioner  of  Internal  Eevenue,  to 
examine  the  annual  income  returns  of  such  corporation  and  of  its 
subsidiaries  made  under  Titles  II  and  III  of  the  Eevenue  Act  of 
1918,  and  all  returns  of  corporations  filed  for  purposes  of  the  tax 
imposed  by  section  1000,  Title  X,  of  said  Act.  His  request  for  per- 
mission to  examine  such  returns  must  be  made  in  writmg  and  must 
be  in  the  form  of  an  affidavit  showing  his  address,  the  name  of  the 
corporation,  the  period  of  time  covered  by  the  return  he  desires  to 
inspect,  the  amount  of  the  corporation's  outstanding  capital  stock, 
the  number  of  shares  owned  by  him,  the  date  when  he  acquired  them, 
and  whether  he  has  the  beneficial  as  well  as  the  record  title  to  such 
shares.  It  must  also  show  that  he  has  not  acquired  his  shares  for  the 
purpose  of  the  examination  of  the  income  returns  of  the  corporation. 
If  he  has  acquired  them  for  this  purpose,  he  is  not  a  bona  fide  stock- 
holder within  the  meaning  of  the  statute.  The  application  must  be 
supported  by  satisfactory  evidence  showing  that  the  applicant  is  a 
bona  fide  stockholder  of  record  of  the  required  amount  of  stock  of 
the  corporation.  The  supporting  evidence  may  be  partly  in  the  form 
of  a  certificate  signed  by  the  president  or  vice  president  of  the 
corporation,  and  countersigned  by  the  secretary  unaer  the  corporate 
seal.  Upon  being  satisfied  from  the  evidence  presented  that  the 
applicant  has  fully  met  these  conditions,  the  Commissioner  wiU  grant 
the  permission  to  examine  the  returns  and  set  a  convenient  time  for 
the  examination  in  the  office  of  the  Commissioner.  This  privilege  is 
personal  and  will  be  granted  only  to  the  stockholder,  wno  can  not 
delegate  it  to  another. 

6-20-734. 

.  s.im 

A  debtor  corporation  may  not  inspect  ownership  certificates  exe- 
cuted by  owners  of  its  bonds  or  bonds  of  its  subsidiaries  after  such 
certificates  have  been  forwarded  to  the  Commissioner  of  Internal 
Revenue  by  the  debtor  corporation. 
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Section  257,  Akticub  1092:  Inspection  of  re-  1-19-112. 

turns  by  State.  O.  D.  78. 

Beturns  of  individuals  may  not  be  inspected  by  officials  of  a 
State  which  imposes  an  income  tax. 


Section  257,  Article  1093:   Inspection  of  re-  18-19-490. 

turns  by  stockholder.  O.  D.  273. 

A  "  stockholders'  protective  committee,"  to  which  deposited  stock 
has  been  transferred  for  the  purpose  of  safeguarding  the  interests 
of  the  minority  stockholders,  is  not  considered  a  bona  fide  stock- 
holder within  tide  meaning  of  section  257  of  the  Revenue  Act  of  1918. 


Section  257,  Article  1094:  Penalties  for  dis-  15-19-451. 

closure  of  returns.  T.  D.  2903. 

Any  collector,  deputy  collector,  agent,  clerk,  or  other  officer  or 
employee  of  the  Bureau  of  Internal  Revenue,  including  internal 
revenue  agents,  who  divulges  or  makes  known  in  any  manner  what- 
soever not  provided  by  law  the  amount  or  source  of  income,  profits, 
losses,  expenditures,  or  any  particulars  thereof  set  forth  or  disclosed 
in  any  manner  whatever,  not  provided  by  law,  any  income  returji  or 
deputy  collector,  or  by  the  Commissioner  of  Internal  Revenue,  or 
who  permits  any  income  return  or  copy  thereof,  or  any  book  contain- 
ing any  abstract  or  particulars  thereof,  to  be  seen  or  examined  by 
any  person,  except  as  provided  by  law,  or  who  prints  or  publishes 
in  any  manner  whatever,  not  provided  by  law,  any  income  return  oi* 
any  part  thereof,  or  source  of  income,  profits,  losses,  or  expenditures 
appearing  in  any  income  return,  is  guilty  of  a  misdemeanor  and  sub- 
ject to  a  fine  not  exceeding  $1,000  or  to  imprisonment  not  exceeding 
one  year,  or  both,  at  the  discretion  of  the  court,  and  if  he  be  an  officer 
or  employee  of  the  United  States  to  be  dismissed  from  office  or  dis- 
charged from  employment. 


SECTION  260.— CITIZENS  OF  UNITED  STATES 

POSSESSIONS. 

Section  260,  Article  1121 :   Status  of  citizens  28-19-619. 

of  United  States  possessions.  O.  D.  333. 

Citizens  of  the  Virgin  Islands  who  are  not  otherwise  citizens  of  the 
United  States  and  who  are  not  residents  of  the  United  States  are 
taxed  only  on  income  from  sources  within  the  United  States.  Citi- 
zens of  the  Virgin  Islands  who  are  residents  of  the  United  States  are 
taxed  on  the  same  basis  as  other  citizens  of  the  United  States. 
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SECTION  261.— POETO  KICO  AND  PHILIPPINE 

ISLANDS. 

Section  261,  Article  1133:   Taxation  of  cor-  1-20-663. 

S ►orations  between  United  States  and  Porto  O.  976. 

iico  and  Philipi^ine  Islands. 

INCOME    TAX — ACT    OF    SEPTE3IBER    8,     1916,    AS    AMENDED    BY    ACT 

OF   OCTOBER    3,    1017. 

A  foreign  corporation  transacting  business  and  having  an  office  in 
both  continental  United  States  and  Porto  Bico  is  not  subject  to 
income  tax  in  continental  United  States  upon  income  derived  from 
Porto  Sico. 

Title   III— WAE   PROFITS   AND    EXCESS 

PROFITS  TAX. 

Part  II — ^Imposition  of  Tax. 

SECTION  30Lr-IMPOSITION  OF  TAX 

Section  301,  Abticle  711:  Imposition  of  tax.  12-20-7^ 

A.B.R43. 

RUIiXKO  XJNDEE  BEV£NX7£  ACT  OF  1917. 

A  partnership  which  was  dissolved  in  July,  1917,  appealed  from 
the  action  of  the  unit  in  taxing  it  under  the  Bevenue  Act  of  1917,  on 
the  ground  that  the  dissolution  antedated  the  parage  of  the  act. 

This  position  is  untenable  in  view  of  the  decision  of  the  United 
States  Supreme  Court  in  Brady  v.  Anderson,  The  fact  that  the  part- 
nership was  dissolved  in  July,  1917,  did  not  absolve  it  from  excess- 
profits  tax  on  profits  made  during  the  calendar  year  1917  prior  to  its 
dissolution*    (Also  sec.  218,  art.  321.) 


16-20-870. 
A,B.R.65. 

JREVENUE  ACT  OF  1917. 

Profits  realized  from  the  sale  of  fractional  interests  in  various 
vessels  by  an  individual  having  no  control  of  the  management  of 
such  vessels  are  not  subject  to  excess-profits  tax  unless  it  can  be 
shown  that  the  owner  of  the  fractional  interests  gave  enough  time 
and  attention  to  the  buying  and  selling  thereof  as  to  constitute  a 
trade  or  business. 

16-20-871, 
A.R.M.41. 

REVENUE  ACT  OF  1017. 

A,  an  expert  oil  man,  devotes  his  time  and  money  to  the  purchase 
and  sale  of  oil  and  gas  leases  and  to  the  promotion  of  corporations 
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developing  oil  and  gas  leases.  In  1917  he  disposed  of  his  entire 
holdings  of  the  capital  stock  of  the  M  Company  and  of  the  N  Com- 
pany, corporations  in  which  he  owned  all  the  stock  except  the  neces- 
sary qualifying  shares  and  was  an  active  officer.  The  question  pre- 
sented is  whether  A  was  engaged  in  business  or  trade  in  1917  for  the 
purpose  of  determining  his  liability  for  excess-brofits  tax  en  the 
profits  realized  from  the  sale  of  his  interests  in  tne  two  companies. 

The  committee  is  of  the  opinion  that  A  was  engaged  in  the  business 
of  dealing  directly  or  indirectly  in  the  purchase  and  sale  of  oil,  gas, 
and  mining  leases,  and  his  ownership  of  the  stock  was  incidental  to 
his  business  and  along  the  lines  of  his  general  activity.  The  profits 
derived  from  the  sale  of  the  stock  of  the  M  Company  and  the  N  Com- 
pany in  1917  are  therefore  properly  to  be  classed  as  profits  from  a 
traae  or  business  and  subject  to  excess-profits  tax. 

The  sale  of  rights  acquired  through  the  ownership  of  stock  in  any 
corporation  in  which  he  was  not  a  managing  officer  or  employee  is 
considered  an  isolated  transaction  and  any  profit  derived  therefrom 
would  not  be  subject  to  excess-profits  tax. 


17-20-879. 
A.  R.  M.  40. 

REVENUE  ACT  OF  1917. 

A  physician  owned  a  farm  and  a  part  interest  in  certain  oil  leases. 
He  spent  practically  his  entire  time  in  1917  in  practicing  his  pro- 
fession. The  farm  was  rented  out  on  a  cash  rental  basis;  and  the 
management  of  the  interest  in  the  oil  leases  was  in  the  hands  of  an- 
other individual,  the  physician  merely  receiving  his  share  of  the  net 
proceeds.  Both  the  farm  and  the  interest  in  the  oil  leases  were  sold  at 
a  profit  in  1917.  Held  that  the  physician  Was  not  engaged  in  the 
business  of  farming  in  1917,  neither  did  he  devote  sufficient  time  and 
attention  to  the  purchase,  promotion,  or  sale  of  oil  properties  during 
1917  to  constitute  a  trade  or  business  within  the  meaning  of  the 
Revenue  Act  of  1917.  The  profits  derived  from  the  sale  of  the  farm 
and  the  interest  in  the  oil  leases  were  therefore  not  subject  to  excess 
profits  tax. 

The  terms  "  trade  "  and  "  business  "  as  used  in  the  Revenue  Act 
of  1917  include  professions  and  occupations.  The  term  "business" 
has  been  defined  as  that  which  occupies  and  engages  the  time,  atten- 
tion, and  labor  of  any  one  for  the  purpose  of  livelihood,  profit,  or 
improvement;  that  which  is  his  personal  concern  or  interest;  em- 
plovment ;  regular  occupation ;  but  it  is  not  necessary  that  it  should 
be  his  sole  occupation.  Under  this  definition  of  business  it  appears 
that  regular  service  performed  constitutes  an  occupation  or  business. 
Whether  or  not  the  income  from  this  service  is  subject  to  excess 
profits  tax  is  dependent  upon  the  time  and  attention  devoted  to  the 
occupation  or  business. 

SEcrriON  301,  Article  714:  Computation  of  tax  1-19-113. 

on  income  from  Government  contracts.  T.  B.  M.  4. 

In  the  case  of  a  fiscal  year  corpoi'ation  the  computation  of  tax 
under  section  301  (c)l  should  be  based  on  the  entire  net  income  for 
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the  fiscal  year,  even  though  no  part  of  the  income  from  Government 
contracts  was  derived  after  January  1,  1919. 


(See  24-19-557;  sec.  1,  art.  1510.)    Income  from  amended  Govern- 
ment contract. 


2a-19-620. 
A.  R.  M.  5. 

If  a  corporation  has  a  net  income  from  a  Government  contract  and 
sustains  a  net  loss  from  other  operations,  in  the  sulmussion  of  a  fiscal 
year  return  for  a  period  ending  in  1919  the  loss  may  be  deducted  from 
the  income  from  the  Government  contract. 


3-20-695. 
O.  D.  378. 

The  excess-profits  credit  and  the  war-profits  credit,  as  provided  in 
section  301  (c)l,  Revenue  Act  of  1918,  and  article  714  of  Regula- 
tions 45,  are  computed  on  the  basis  of  the  invested  capital  for  the 
taxable  year,  not  on  the  invested  capital  for  1918. 


(See  12-20-791;  sec.  1,  art.  1510.)  Contract  entered  into  prior  to 
April  6 J  1917.  and  provisions  of  section  3744,  Revised  Statutes,  com- 
plied with  subsequent  to  that  date. 


(See  12-20-799;  sec.'  240,  art.  637.)     Taxability  of  income  derived 
from  Government  contracts  by  affiliated  corporations. 


Section  301,  Article'715:  Allocation^ of  net  26-19-597. 

income  to  particular  source.  A. R.M.I. 

If  exact  determination  of  income  arising  from  Government  con- 
tracts distinctively  from  other  income  is  impossible,  an  approxi- 
mation based  on  the  proportion  which  sales  to  the  Government  bears 
to  other  sales  should  be  used  only  in  case  approximations  based  on  the 
respective  cost  and  selling  price  are  inapplicable.  The  approxima- 
tion should  be  based  upon  the  allocation  of  costs  and  allocation  of 
selling  price,  in  the  most  accurate  maimer  possible  from  available 

records.  ... 

Amortization  is  not  to  be  charged  exclusively  against  income  from 
Government  contracts,  and  selling  and  administrative  expenses  not 
applicable  to  the  Government  contracts  should  not  be  so  charged. 
(Also  sec.  214,  art.  181,  par.  2,  and  sec.  234,  art.  561.) 


(See  5-20-721;  sec.  1,  art.  1510.)  Allocation  of  expenditures,  and 
of  goods  on  hand  at  close  of  year  in  connection  with  Government 
contracts. 
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Section  SOI,  Abticle  719:  Illustration  of  com- 

.     putation   where   net   income    derived   from  20-19-517! 

•     Government  contract.  .  O.  D.  281. 

-  Method  of  computing  the  war  profits  and  excess  profits  taxes  in 
the  case  of  a  corporation  which  has  income  during  a  fiscal  year 
ended  in  1919  in  excess  of  $10,000  from  Government  contracts  made 
between  April  6. 1917,  and  November  11. 1918: 

(a)  The  tax  lor  the  full  fiscal  year  shall  first  be  computed  at  the 

1918  rates  as  if  the  fiscal  year  were  the  calendar  year  1918.  The 
same  proportion  of  the  tax  so  computed,  which  the  income  derived 
from  Government  contracts  is  of  the  total  income  from  all  sources, 
represents  the  tax  due  on  the  incojne  from  Government  contracts. 

{b)  To  compute  the  tax  at  the  1918  rates  on  the  net  income  derived 
from  sources  other  than  Government  contracts,  the  tax  attributable 
to  Government  contracts  is  first  deducted  from  the  total  tax  com- 
puted at  the  1918  rates,  and  the  difference  is  reduced  to  the  propor- 
tionate part  thereof  that  the  number  of  months  of  the  fiscal  year  Jail- 
ing within  1918  is  of  the  full  fiscal'year. 

,  (g)  The  tax  must  then  be  computed  on  the  entire  income  from  all 
sources  for  the  full  fiscal  year  at  the  1919  rates.  The  same  propor- 
tionate part  of  this  tax  is  taken  as  the  net  income  from  sources  other 
than  Government  contracts  is  of  the  total  net  income.  This  amount 
is  then  reduced  to  the  same  proportionate  part  thereof  that  the  num- 
ber, of  months  of  the  fiscal  year  falling  within  1919  is  of  the  fuU  fiscal 

The  sum  of  the  results  obtained  in  following  the  procedure  out- 
lined in  the  three  preceding  paragraphs  will  be  the  total  tax. 

For  example :  Assume  a  corporation  having  a  total  net  income  of 
$120,000  for  the  full  fiscal  year  ended  March  31,  1919,  $48,000  of 
which  was  derived  from  Government  contracts.  Assume,  further, 
that  the  total  war  profits  and  excess  profits  tax  computed  at  the  1918 
rates  is  $60,000,  and  the  total  war  profits  and  excess  profits  at  the 

1919  rates  is  $30,000. 

The  tax  attributable  to  Government  contracts  would  be  two-fifths 
of  $60,000,  or  $24,000.  Deducting  this  amount  from  $60,000  leaves 
$36,000.  The  tax  on  the  remaining  net  income  at  1918  rates  would 
be  three-fourths  of  $36,000,  or  $27,000. 

Applying  the  1919  rates  to  the  income  not  attributable  to  Grovem- 
ment  contracts  would  result  in  a  tax  of  three-fifths  of  $30,000,  or 
$18,000 ;  but  since  only  three  months  of  the  return  period  falls  within 
1919,  the  tax  would  be  one-fourth  of  $18,000,  or  $4,500.  The  total 
war  profits  and  excess  profits  tax  would,  therefore,  be  the  sum  of 
$24,000,  $27,000,  and  $4,500,  or  $55,500. 

The  computation  necessary  to  arrive  at  this  result  should  be  shown 
in  a  supplementary  statement  attached  to  the  return.  These  com- 
putations will  not  apply  to  the  income  tax,  which  will  be  computed 
on  the  entire  net  income,  as  provided  in  section  205(b)  of  the  Act. 
In  the  illustration  given  the  amount  of  war  profits  and  excess  profits 
tax  to  be  credited  against  net  income,  in  computing  the  income  tax 
at  both  the  12  per  cent  and  10  per  cent  rates,  would  be  $65,500,  as 
computed  above. 
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SECTION  302.— LIMITATION  OF  TAX. 

Section  302,  Article  731 :  Short  form  of  com-  1-19-115. 

putation  of  limitation.  O.  D.  80. 

The  tax  limitation  prescribed  in  section  302,  Bevenue  Act  of  1918,* 
is  applied  to  the  consolidated  net  income  and  ma^r  not  be  construed 
to  apply  separately  to  the  net  income  of  each  unit  included  in  the 
return.    (Also  sec.  240,  art.  637.) 


SECTION  303.— TAX  WHEN  PAETLY  PERSONAL- 
SERVICE  BUSINESS. 

Section  303,  ARncLE  741:  Apportionment  of  1-19-114. 

invested  capital  and  net  income.  O.  D.  79. 

Section  303  of  the  law  will  apply  in  the  case  of  partial  per- 
sonal-service corporations  imtil  the  point  is  reached  where  the  non- 
personal-service  element  becomes  negligible,  under  which  conditions 
such  corporations  would  make  returns  as  personal*service  corpora- 
tions, as  set  out  in  section  218  of  the  law. 


12-19-410. 
T.  B.  M.  50. 

"RTiere  a  corporation  doing  a  commission  and  brokerage  busi- 
ness satisfies  the  requirements  of  a  personal-service  corporation, 
except  that  it  in  part  employs  capital,  surplus,  and  borrowed  funds 
to  make  large  advances  to  customers  and  receives  more  interest  than 
it  pays  as  a  result  of  such  transactions,  it  should  be  assessed  under 
section  303.  The  income  from  commissions  and  brokerage  should 
be  considered  as  arising  from  personal  service,  and  the  remainder 
of  the  income  as  derivedf rom  the  use  of  capital. 


Secttiok  303,  Articub    742:  Computation    of  8-20-759. 

tax  upon  net  income.  S.1317. 

RULING  UNDER   REVENUE  ACT  OF  1917. 

A  merchant  who  sells  coal  at  wholesale  on  a  commission  basis  and 
also  sells  coal  at  retail  from  his  own  yard  is  engaged  in  only  one 
business  for  the  purpose  of  computing  the  excess-profits  tax. 


Part  HI. — Credits. 

SECTION  811.— WAR  PROFITS  CREDIT. 

5-19-264. 
Section  311,  Article  781 :  War-profits  credit.  T.  B.  B.  16. 

Method  of  ascertaining  a  corporation's  average  net  income  and 
average  invested  capital  for  the  prewar  period  where  corporation 
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closes  its  books  on  the  basis  of  a  fiscal  year  which  differs  from  the 
calendar  year.  It  is  recommended  that  the  computation  be  made 
as  follows : 

The  starting  point  for  each  year  is  the  beginning  of  the  fiscal  year 
ending  in  1911, 1912,  and  1913,  respectively,  and  the  invested  capital 
should  be  ascertained  as  at  those  dates.  To  these  sums  should  be 
added  any  contributions  of  capital  between  the  beginning  of  each 
such  fiscal  year  and  January  1,  1911,  1912,  and  1913,  respectively, 
and  corresponding  deductions  should  be  made  in  respect  of  any 
dividends  and  any  refunds  of  capital  during  those  respective  periods. 
To  these  balances  should  be  added  a  pro  rata  share  of  the  earnings  of 
the  respective  fiscal  years,  and  the  totals  tlius  arrived  at  will  be 
deemed  to  be  the  invested  capital  of  the  taxpayer  at  January  1, 1911, 
1912,  and  1913,  respectively.  Taxpayers  should  file  with  their  re- 
turns copies  of  their  balance  sheete  at  the  beginning  of  each  fiscal 
year  ana  a  schedule  for  each  year  showing  the  adjustments  made  in 
computing  the  invested  capital  as  at  the  beginning  of  each  calendar 
year  during  the  prewar  period.  * 

Where  a  taxpayer  has  such  accounting  records  as  will  enable  him 
to  prepare  an  accurate  balance  sheet  showing  the  true  surplus  and 
undivided  profits  at  the  beginning  of  each  one  of  the  prewar  calendar 
years  and  an  accurate  income  account  for  such  years,  he  may  make 
the  computation  upon  this  basis  and  explain  the  method  used  in  such 
detail  as  will  enable  the  Commissioner  of  Internal  Revenue  to 
determine  idiether  such  basis  is  proper. 

Where  a  taxpaver  has  not  been  in  business  during  the  whole  of 
the  prewar  perioa  the  above  methods  will  be  applicable  to  such  full 
calendar  years  during  the  whole  of  which  years  the  taxpayer  was  in 
business. 


8-19-319. 
O.  D.  184. 


Corporations  are  not  allowed  at  this  late  date  to  adjust  salaries 
paid  during  the  prewar  period,  when  such  adjustment  is  made  solely 
for  the  purpose  of  increasing  the  war  profits  credit  for  th^  taxable 
year.    (Also  sec.  214,  art.  106 ;  sec.  826,  art.  841.) 


Sbction  311,  Article  783:  War-profits  credit  10-20-783. 

where  no  prewar  period.  A.  R.  R.  36. 

The  median  for  computing  the  war-profits  credit  under  the  provi- 
sions of  section  311(c)  of  tl^  Revenue  Act  of  1918  is  final  as  deter- 
mined by  the  Commissioner  of  Internal  Revenue.  Relief  can  not  be 
granted  under  section  328  of  the  act  merely  for  the  reason  that  the 
application  of  the  median  does  not  give  the  relief  to  which  taxpayers 
think  Uiey  are  entitled.    (Also  sec.  327,  art  901.) 


188 
Part  IV. — ^Net  Income. 

SECTION  320.— NET  INCOME. 

8-19^5. 
Section  320,  Article  801 ;  Net  income.  T.  B.  M,  42. 

Value  appreciation  of  property  taken  up  on  the  books  of  tiie 
taxpayer  and  returned  as  part  of  his  taxable  income  for  the  year  in 
which  the  appreciation  was  written  up  must  be  excluded  in  comput- 
ing prewar  income,  even  though  an  income  tax  has  been  paid  on  it 


(See  21-19-520;  sec.  201,  art.  1541.)    Excess-profits  tax  under  1917 
law  on  dividends  from  foreign  corporation. 


Part  V. — Inyested  Capital. 

SECTION  325.— TERMS  RELATING  TO  INVESTED 

CAPITAL. 

Section  325,  Article  812:  Borrowed  capital:  27-19-€09. 

securities.  S.  1200. 

Preferred  stock,  if  in  the  records  of  the  corporation  it  is  de- 
clared to  be  part  of  its  capital  stock,  though  convertible  into  first- 
mortgage  bonds  of  even  date  therewith,  is  inferior,  on  a  distribution 
of  assets  to  pay  debts,  to  the  rights  of  general  creditors,  and  is  to  be 
treated  as  invested  capital  so  long  as  it  is  not  converted. 


Section  325,  Article  813:  Borrowed  capital:  23-1^52. 

amounts  left  in  business.  T.  B.  M.  82. 

A  corporation  was  organized  in  1910  with  a  capital  of  lOa?  dol- 
lars, substantially  all  of  which  was  subscribed  for  by  A,  and  lie 
furnished  all  the  capital.  During  1915  A  paid  into  the  company  7a? 
dollars,  ho  action  being  taken  by  the  corporation  to  indicate  the 
nature  of  this  payment,  except  that  it  was  entered  as  a  contribution 
to  capital  and  was  never  treated  as  an  account  payable.  No  stock 
was  issued  and  no  interest  was  charged.  In  1917  this  money  was  re- 
paid to  A,  there  being  no  evidence  as  to  the  nature  of  the  payment 
nor  how  it  was  treated  by  the  corporation. 

Held,  That  this  payment  of  7a?  dollars  to  the  corporation  was  in 
the  nature  of  a  voluntary  assessment  by  the  one  whcTwas  practically 
the  sole  stockholder  of  the  corporation ;  that  the  repayment  of  this 
sum  to  A  must  be  deemed  to  be  out  of  undivided  profits  or  earned  sur- 
plus so  far  as  possible ;  that  such  repayment  can  not  be  treated  as  a 
return  of  capital  unless  the  undivided  profits  and  earned  surplus 
accumulated  since  1913  are  first  distributed  as  dividends;  that  the 
corporation  be  permitted  to  include  in  its  invested  capital  for  the 
taxable  year  1917  the  sum  of  7x  dollars  as  surplus  paid  in  by  the 
stockholders,  proper  adjustment  being  made  for  any  distributions  of 
dividends  in  excess  of  available  net  earnings.  (Also  sec.  201,  art. 
1542.) 
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1-1»-116. 
Section  325,  Article  816 :  Inadmissible  assets.  0. 781. 

Interest  on  an  amount  of  bonds  of  the  War  Finance  Corporation, 
the  principal  of  which  does  not  exceed  in  the  aggi*egate  $5,000,  is 
exempt  from  Federal  income  ttnd  excess  profits  taxes.  Corporate 
funds  invested  in  such  bonds  are  inadmissible  assets  to  the  extent 
that  they  are  invested  in  bonds  of  a  face  value  of  not  more  than 
$5,000,  but  funds  of  a  corporation  or  an  association  invested  in  such 
lx)nds  are  admissible  assets  so  far  as  they  are  invested  in  such  bonds 
beyond  a  principal  or  face  value  of  $5,000.  (Also  sec.  213(b), 
art.  77.) 

1-19^118. 
O.  D.  81. 

Federal  reserve  bank  stock  held  by  member  banks  is  held  to  be 
an  inadmissible  asset  in '  determining  invested  capital  for  excess 
profits  tax  purposes. 

(See  22-19-538;  sec.  326,  art  838.)  Stock  of  foreign  corporations 
deriving  no  income  from  sources  within  the  United  States. 


2^19-576. 
O.  D.  305. 

Inasmuch  as  dividends  received  by  a  domestic  corporation  from 
a  foreign  corporation  deriving  income  from  sources  within  the 
United  States  are  allowable  deductions  in  ascertaining  the  net  income 
of  the  domestic  corporation  subject  to  tax,  there  could  not  be  included 
in  the  invested  capital  of  the  domestic  corporation  receiving  the  divi- 
dends the  amount  of  capital  invested  in  the  stock  of  the  foreign  cor- 
poration, or  any  part  of  the  value  thereof,  except  as  outlined  in  article 
817.     (See  5-19-252:  sec.  216,  art,  301.) 


Section  325,  Article  818:  Admissible  assets. 

(See  1-19-40;  sec.  213(b),  art.  80.)  Amount  to  be  included  in 
admissible  assets  when  Liberty  bonds  are  subscribed  for  but  not 
fully  paid. 

1-19-132. 
O.  D.  93. 

Conversion  of  certificates  of  indebtedness  purchased  by  a  cor- 
poration in  1918  into  Victory  loan  notes  of  same  value  would  not 
affect  invested  capital  for  purposes  of  war  profits  tax. 


Section  325(b). 

(See  11-19-390;  sec.  326,  art.  831.)     Computation  of  invested  capi^ 
tal  when  no-par-value  stock  issued  for  purchase  of  assets  of  a  going 
concern,  alleged  to  be  worth  more  than  the  figures  at  which  tlx<^ 
properties  in  question  were  entered  on  the  books  of  the  purchaser. 
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SECTION  326.— INVESTED  CAPITAL. 

Section  326,  Article  831 :  Meaning  of  invested  ^l&-350. 

capital.  O.  D.  202. 

The  amount  of  taxes  withheld  at  the  source  to  be  Liter  paid 
over  to  the  Government  is  not  an  asset  of  the  withholding  agent 
and  must  be  eliminated  entirely  from  the  computation  of  invested 
capital. 

10-19-365. 
0. 872. 

Where  two  corporations  are  engaged  in  diflferent  branches  of 
the  same  business  and  the  certificate  of  incorporation  of  one  is 
amended  so  as  to  change  its  name  and  increase  its  capital  stock,  which 
new  stock  is  issued  in  exchange  for  the  stock  of  the  original  com- 
panies and  this  exchange  is  made  prior  to  March  3,  1917,  to  deter- 
mine the  invested  capital  of  the  new  organization,  there  should  be 
added  to  the  investea  capital,  as  defined  by  section  2K)7(a),  Revenue 
Act  of  1917,  of  the  company  whose  certificate  has  been  amended,  the 
fair  market  value  of  the  assets  of  the  other  company,  this  latter 
valuation  to  be  made  as  of  the  date  of  the  exchange  of  stock  and 
not  of  a  later  formal  transfer  of  the  tangible  assets  (Revenue  Act 
of  1917,  sees.  201,  207,  and  208).     (Also  sec.  331,  art.  941.) 


11-19-389. 
T.  B.  M.  49. 

A  new  corporation  which  raises  a  certain  sum  from  the  sale  of 
its  capital  stock  as  a  condition  precedent  to  taking  over  from  the 
creditors  of  a  defunct  corporation  the  old  corporation's  assets  and 
assuming  its  liabilities  can  not  be  allowed  as  invested  capital  the 
amount  which  the  old  corporation  could  have  claimed.  It  is  limited 
to  the  amount  received  from  the  sale  of  its  capital  stock.  The  value 
of  the  property  received  on  condition  of  tne  assumption'  of  the 
unpaid  liabilities  of  the  old  corporation  is.  borrowed  capital.  (Also 
sec.  331,  art.  941.) 

11-19-590. 
^  T.  B.  R.  88. 

Where  a  company  incorporated  under  the  laws  of  one  State  takes 
over  the  assets  and  business  of  a  corporation  of  another  State  at  its 
book  value,  which  included  divers  parcels  of  improved  real  estate, 
paying  for  same  with  an  issue  of  stock  of  no  nominal  or  par  value, 
the  properties  so  acquired  may  be  included  in  invested  capital  in  an 
amount  not  exceeding  the  actual  cash  value  at  the  time  so  acquired. 
(Also  sec.  325(b).) 

11-19-391. 
T.  B.  R.  40. 

Reasonable  commissions  or  other  forms  of  compensation  lawfully 
paid  by  a  corporation  for  sale  of  its  capital  stock  not  to  be  deducted 
in  computing  invested  capital.  (Also  sea  233,  art.  542;  sec  235| 
art.  681.) 
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(See  18-19-425;  sec.  233,  art.  541,)  Interest  on  a  company's  own 
funds  used  temporarily  for  construction  purposes  charged  to  capital 
account. 


13-19-431. 
O.  D.  248. 

Shares  of  stock  distributed  by  a  corporation  to  its  employees  in 
payment  of  services  rendered,  where  the  amount  is  not  excessive,  may 
be  included  in  invested  capital  to  the  extent  of  the  actual  cash  value 
of  the  services  rendered. 


24-19-577. 
O.  D.  306. 

Where  bonds  are  exchang^ed  for  stock  in  the  same  corporation  un- 
der the  terms  of  a  convertible  trust  deed,  it  will  be  presumed,  for 
the  purjHXSe  of  computing  invested  capital,  that  the  value  of  the 
bonds  is  equivalent  to  the  value  of  the  stock.  The  addition  to  in- 
vested capital  would  accordingly  be  the  amount  for  which  the  bonds 
were  originally  sold. 

24-19-578. 
O.  D.  307. 

A  contract  may  be  treated  as  tangible  property  when  it  relates  to 
rights  in  tangible  property  to  such  an  ext^t  that  its  value  arises 
chieflv  therefrom,  but  it  may  not  be  treated  as  invested  capital  unless 
it  is  bona  fide  paid  in  for  stock  or  shares  in  the  corporation,  in  ac- 
cordance with  section  326(a)  of  the  Revenue  Act  of  1918. 


1-20-664. 
A.  R.  R.  10. 

In  the  case  of  stock  sold  by  a  corporation  to  its  employees  under 
agreement  either  for  cash,  part  cash  and  part  deferred  payments,  or 
all  deferred  payments,  subject  to  various  conditions  as  to  interest 
on  deferred  payments,  cancellation  of  agreements,  and  dividends  on 
the  stock,  only  the  amount  of  the  subscription  payments  actually 
received  by  the  company  mav  be  recognized  as  invested  capital  from 
the  date  of  such  receipt.  It  stock  is  subscribed  for  by  an  officer  of 
the  company  and  charged  to  his  personal  account,  only  so  much  of 
the  stock  as  canceled  a  credit  balance  in  his  personal  account  or  was 
actually  paid  for  by  him  will  be  recognized  as  invested  capital. 


3-.20-696. 
A.  R.  R.  17. 


RULING  UNDER  REVENUE  ACT  OF   1917. 


Held  in  the  case  of  a  partnership,  that  stocks  owned  by  the  indi- 
vidual partners  can  not  be  recognized  as  invested  capital  of  the 
partnership  even  though  purchas^  from  profits  distributed  by  the 
partnership  and  purchased  for  the  purpose  of  advancing  the  interests 
of  the  partnership. 
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14-20-8S8. 
A.  R.  R  48. 


RULING  UNDER  RBA'ENUB  ACT  OP   1917. 


Amounts  added  to  invested  capital  in  accordance  with  article  44 
of  Regulations  41  must  be  based  on  the  amount  of  interest  for 
the  taxable  year  which  is  not  allowed  as  a  deduction,  and  not  on 
amounts  disallowed  representing  accrued  interest  for  prior  years. 


17-20-881. 
A.  R.  M.  43. 

National  banks  at  times  declare  dividends  which  instead  of  being 
paid  to  stockholders  are  carried  with  the  consent  of  the  stockholders 
to  a  stockholders'  liability  account  in  the  name  of  a  trustee  and  the 
amount  invested  in  deals  not  countenanced  by  the  Comptroller  of  the 
Currency.  Such  stockholders'  trustee  account,  however,  is  a  liability 
to  the  individual  stockholders,  and  the  assets  in  which  the  reserve  is 
invested  are  the  property  of  the  trustee  for  the  stockholders.  There- 
fore, from  a  technical  viewpoint,  no  part  thereof  should  be  included 
in  the  invested  capital  of  the  bank  even  though  it  includes  the  income 
from  the  reserve  in  its  gross  income. 

Since  shares  in  the  bank  and  in  this  reserve  are  on  the  same  pro  rata 
basis,  and  the  stockholders  are  in  fact  an  association,  a  consolidated 
return  could  be  required  of  the  bank  and  the  association,  the  practical 
effect  of  which  would  be  to  include  the  amount  of  the  reserve  in  the 
consolidated  invested  capital  and  the  income  from  the  reserve  in  the 
consolidated  income.  The  committee  therefore  recommends  that  the 
returns  as  made,  including  the  stockholders'  reserve  accounts  in  the 
capital  of  the  banks,  and  the  income  therefrom  in  the  income  of  the 
banks,  be  allowed  to  stand.  (Note:  This  memorandum  overrules 
ruling  16-19-466,  published  on  p.  116  of  Digest  No.  7,  December, 
1919,  and  on  p.  283  of  the  Cumulative  Bulletin,  December,  1919.) 
(Also  sec.  240,  art.  633.) 

Section  326,  Article  835 :  Tangible  property 
paid  in:  mixture  of  tangible  and  intangible  1-19-120. 

property.  T.  B.  M.  5. 

Where  since  the  organization  of  a  corporation  its  capital  stock  has 
been  increased  or  reduced  and  such  change  represents  an  actual  ac- 
quisition of  new  property  for  stock  or  an  actual  impairment  of  origi- 
nal properties,  the  20  per  cent  limitation  imposed  by  section  207, 
Revenue  Act  of  1917,  will  be  based  upon  the  par  value  of  the  total 
stock  outstanding  on  March  3,  1917.  (Also  applicable  to  partner- 
ships.) 

16-19-467. 
T.  B.  R.  49. 

Article  59  of  Regulations  41  is  a  reasonable  interpretation  of  the 
act  of  October  3, 1917,  and  where  a  corporation  Has  acauired  tangible 
and  intangible  property  in  exchange  for  its  bonds  ana  stocks  it  will 
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be  deemed,  in  the  absence  of  clear  evidence  to  the  contrary,  that  the 
intangibles  were  acquired  by  the  stock. 

In  computing  consolidated  invested  capital,  where  one  corporation 
has  acquired  the  stock  of  one  or  more  subsidianr  companies,  such 
transaction  should  be  treated  in  effect  as  though  the  assets  of  the  re- 
spective companies  had  been  acquired. 


Section  826,  Article  886:  Tangible  property 

paid  in:  value  in  excess  of  par  value  of  1-1&-128. 

stock.  O.  D.  89. 

The  value  as  at  January  1,  1914,  of  tangible  property  paid  in  for 
stock  or  shares  is  no  factor  in  computing  invested  capital  under  the 
Bevenue  Act  of  1918*     (Also  art.  837.) 


1-19-129. 
O.  D.  90. 

Paid-in  surplus  representing  tangible  property  need  not  be  reduced 
by  reason  of  depreciation  of  the  property  in  question.  All  adjust- 
ments necessary  on  account  of  inadequate  or  excessive  depreciation 
should  be  made  in  connection  with  earned  surplus  or  undivided 
profits.     (Also  art.  837.) 

8-19-334. 
T.  B.  R.  32. 

Where  bondholders  purchase  at  foreclosure  sale  the  property  cov- 
ered by  the  mortgage  securing  the  bonds  and  form  a  new  corporation 
to  which  the  property  is  transferred  in  exchange  for  its  entire 
capital  stock,  the  corporation  should  be  allowed  to  set  up  an  invested 
capital  equal  to  the  value  of  the  property  transferred  to  the  corpora- 
tion as  of  the  date  of  transfer,  such  value  to  be  established  by  evi- 
dence acceptable  to  the  Commissioner.     (Also  sec.  202,  art.  1565.) 


ia-19-432. 
O.  D.  249. 

Where  a  corporation  exchanges  its  stock  for  the  assets  of  a 
partnership,  which  are  greatly  in  excess  of  the  par  value  of  the  stock, 
and  there  is  no  written  obligation  to  the  partners  as  to  the  payment 
of  the  excess,  the  taxpayer  is  entitled  to  submit  evidence  in  support 
of  a  claim  for  paid-in  surplus,  however,  if  the  corporation  is  obli- 
gated to  the  partners  for  any  portion  of  the  excess,  a  claim  can  not  be 
sustained. 


14-19^^40. 
T.  B.  M.  57. 

While  the  fact  that  a  company  may  have  defective  accounting 
records,  and  can  not  accurately  compute  its  invested  capital,  may 
under  certain  circumstances  justify  an  assessment  under  section  210 
of  the  1917  Kevenue  Act,  or  section  328  of  the  1918  Revenue  Act,  it 
does  not  permit  valuation  of  assets  as  at  a  time  subsequent  to  the  date 

181203'— 20 18 
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on  which  they  were  paid  ia  for  stoek  for  GOiaputiBtf  inveeted  fi^piiM, 
The  assets  of  a  corporation  can  not  be  valued  as  of  Slaf  ch  1^  1913^  for 
the  purpose  of  computm^  invested  eapitad. 


Section  826^  Articlb  837 :  Surplus  and  undi-  ia-20-Wl. 

vided  profits ;  paid-in  surplus.  O.  D.  417. 

So  much  of  a  replacement  fund  for  steamers  lost  established  in 
accordance  with  article  50,  Regulations  45^  as  represents  excess  of 
the  amount  of  insurance  received  over  the  book  value  of  the  steamers 
at  the  time  of  their  destruction  may  not  be  included  in  invested 
capital  for  the  purpose  of  war  and  excess-profits  taxes,  even  though 
the  interest  received  from  the  investment  of  sndi  excess  is  reported 
as  taxable  income,  because  such  excess  is  not  *'  paid-in  or  earara  sur- 
plus "  within  the  meaning  of  section  326  of  the  Revenue  Act  of  1918. 
(Also  see.  213(a),  art  50.) 

17-20-882. 
A.  R.  R.  70. 

BfiVI!'^  UC  ACT  or  19 IT. 

The  principal  stockholder  of  a  close  corporaticm  invented  an 
article  and  turned  over  to  the  corporation  his.  rights  to  the  inven- 
tion. After  some  litigation  a  patent  was  granted  to  the  inventor 
who*  turned  it  over  to  the  corporation  without  consideration.  The 
corporation  has  been  engaged  in  the  manufacture  and  sale  of  the 
article  both  before  and  since  the  patent  was  issued. 

The  Committee  is  of  the  opinion  that  under  the  1917  Act  the 
corporation  would  be  entitled,  upon  establishing  the  value  of  the 
patent,  to  include  suck  value  as  invested  capitd.  Howey^  since 
the  inventor  turned  over  to  the  company  his  ri^htts  to  the  inveiition 
long  prior  to  the  issuance  of  letters  patent  thereon,  the  amount  which 
could  be  recognized  as  paid  in  surplus  would  be  the  value  of  Uie 
invention  at  the  time  it  was  turned  over  and  before  commercial  de- 
velopment rather  than  its  value  when  letters  i)atent  were  issued. 

The  Committee  believes  that  the  value  of  the  invention  at  that  time 
can  not  be  satisfactorily  determined,  and  that  no  value  could  be 
proved  in  excess  of  the  value  whidi  would  be'  giv^i  the  invention  in 
practical  effect  by  the  application  of  section  210;  that  is  to  say,  the 
difference  between  the  statutory  capital  and  the  constructed  capital 
under  that  section. 

Recommended  that  section  210  of  the  1917  Act  be  applied  for  1917 
and  sections  327  and  328  of  the  1918  Act  for  1918  and  subsequent 
years.    (Also  sec.  327,  art.  901.) 


Section  326,  Article  838:  Surplus  and  undi-  1-19-121. 

vided  profits;  earned  surplus.  O.  D«  82. 

Good  win  created  to  offset  impaired  capital  has  no  effect  on  in- 
vested capital.  Subsequent  eammgs  must  be  used  first  to  restore 
impaired  capital;  excess  may  be  added  te  original  investment  as 
invested  capitaL 
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1-.1»-130. 
O.  D.  91. 

Any  portion  of  surplus  or  undivided  profits  repreBentinff  unearned 
interest  or  discount  which  has  not  been  reported  as  taxable  income 
must  be  excluded  in  the  computation  of  mvested  capital  for  war 
piofits  and  excess  profits  purposes. 


1~1»-131. 
O.  D.  92. 

If  a  taxpayer  reports  profits  on  installment  sales  on  the  basis 
of  the  proportionate  part  of  each  instaUment  received  representing 
profit,  nis  surplus  account  as  at  the  beginning  of  the  taxable  year 
must  be  reduced  in  computing  invested  capital  to  the  extent  that 
the  surplus  account  includes  profit  on  such  sales  which  has  not  been 
reported  as  taxable  income.    (Also  art.  842.) 


22-19-S88. 
T.  B.  R.  67. 

Where  a  domestic  corporation  exchanges  patent  rights  and  cash 
for  stock  in  a  ioit^ga  corporation  which  derives  no  income  from 
sources  within  the  T^ted  otates,  the  shares  of  stock  so  received  ue 
admissible  assets  in  determining  the  invested  capital  of  the  domestic 
co]^>oration  and  are  to  be  valued  at  cost  or  the  amount  of  cash  ad- 
vanced plus  the  value  of  the  patent  right  at  the  time  of  the  exchange, 
which  value  can  not  be  taken  as  exceeding  the  value  of  the  shares  of 
stock  issued  therefor.    (Also  sec.  325,  art.  815.) 


Sbction  826,  Article  840:  Surplus  and  un-  2-19-151. 

divided  profits :  additions  to  surplus  account  T.  B.  B.  6. 

Where  a  distilling  corporation  pursuant  to  a  resolution  of  the 
board  of  directors  charged  against  surplus  in  1912  and  1913  amounts 
^f  gi'^K&ting  X  dollars  on  the  ground  of  alleged  obsolescence  of  a  part 
of  its  equipment  and  the  entire  equipment  was  continued  in  use  the 
same  as  previously,  no  reduction  of  output  being  made  and  no  por- 
tion of  the  property  having  been  retired  or  scrapped,  in  fact  no 
duin^  bein^  made  beyond  the  arbitrary  reduction  of  the  surplus 
and  invested  capital  by  charging  off  the  x  dollars  on  the  books 
of  the  corporation,  it  having  been  shown  that  these  diarges  were 
made  only  for  the  consideration  of  the  corporation  and  that  they 
did  not  enter  into  tiie  corporation's  income  tax  returns,  the  amounts 
so  charged  off  may  be  restored  to  invested  capital,  less  proper  allow- 
ance for  ordinary  depreciation. 


15-19-452. 
T.  B.  M.  56. 

Amortization  allowances  deducted  in  ascertaining  net  profits,  for 
flie  purpose  of  the  Munitions  Manufacturer's  Tax  Act  (Title  III 
of  the  Revenue  Act  of  1916)  do  not  effect  the  computation  of  the  **  in- 
vested capital,"  under  the  Revenue  Act  of  1918  of  the  corporations 
which  to^  such  deductions.    (Abo  sec.  214(a),  9,  art  181.) 
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Secjtion  326,  Artigle  841 :  Surplus  and  undi-  a-l&-206. 

vided    profits:    limitation    or    additions   to  T.B.M.19. 

surplus  account. 

A  corporation  acquiring  with  stock  the  assets  of  a  preyiously 
existing  corporation,  amon^  which  assets  are  included  trade-marks, 
good  will,  etc.,  can  not  claim  as  an  addition  to  invested  capital 
amounts  expended  b^  the  predecessor  corporation  for  the  general 
development  of  such  intangioles  and  charged  by  it  as  current  expense. 


(See  8-19-^19;  sec.  311,  art.  781.)  Adjustment  of  salaries  paid 
during  prewar  period. 

5^20-679. 
A.  R.  M.  12. 

It  is  the  judgment  of  the  committee  in  case  of  claims  by  proprie- 
tary medicine  companies  for  recognition  as  invested  capital  of  a  por- 
tion of  the  amounts  spent  in  prior  yeard  for  advertising  and  develop- 
ing trade-marks  and  trade  brands,  that  it  is  impossible  to  allocate 
any  definite  percentage  of  such  expenditures  as  between  capital  in- 
vestment and  selling  cost.  Cases  in  which  large  sums  have  been 
spent  in  advertising,  thus  creating  a  good  will  or  earning  capacity 
far  in  excess  of  recognizable  invested  capital,  may  reasonably  be 
regarded  as  cases  in  which  there  are  abnormal  conditions  affecting 
invested  capital  and  therefore  within  the  scope  of  section  32?  of  the 
Revenue  Act  of  1918.    (Also  sec.  327,  art.  901.) 


SEcnoN  326,  Arttclb  843:  Surplus  and  undi-  3-1^208. 

vided  profits:  limitation  of  additions  to  T.B.M.19. 

For  the  purpose  of  computing  the  excess  profits  tax  for  1917 
the  capital  stock  paid  for  patents  is  not  subject  to  the  20  per  cent 
limitation  applicaole  to  good  will  and  certain  other  forms  of  in- 
tangibles. 

Section  326,  Abticlb  844:  Surplus  and  undi- 
vided profits:   reserve  for  depreciation  or  7-10-308. 
depletion.                                                                            T.B.M.41. 

A  claim  for  inclusion  in  invested  capital  for  the  year  1917  of  an 
amount  representing  appreciation  in  the  value  of  property  which  ap- 
preciation had  been  taken  up  on  the  books  in  1914  and  returned  as 
taxable  income  for  that  year  should  be  denied  for  the  reason  that 
such  tax  was  erroneously  assessed  and  collected.  The  taxpayer  is 
entitled  to  a  claim  for  refund. 


Secjtion  326,  Article  845 :  Surplus  and  undi- 
vided profits :  reserve  for  income  and  excess  •  ll-19--39!2. 
profits  taxes.  O.  D.  22i\ 

The  rule  expressed  in  article  845,  Regulations  46,  that  taxes  are 
deemed  to  be  paid  out  of  earnings  for  the  year  for  which  levied* 
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applies  to  any  year  of  the  prewar  period  as  well  as  to  the  taxable 
year.  In  sucn  cases  the  amount  or  amounts  payable  in  a  succeeding 
year  on  account  of  such  taxes  may  be  includea  in  the  computation 
of  inyested  capital  until  due  and  payable. 


12-19-411. 
T.  B.  M.  61. 

Additional  assessments  of  income  and  excess  profits  taxes  for  prior 
years  which  are  less  than  ^  per  cent  of  the  original  assessment  or  less 
than  $5,000  are  to  be  considered  as  paid  from  current  earnings,  but  if 
large  and  important  they  are  to  be  considered  a  liability  of  th^  tax- 
able year  in  question,  and  necessary  adjustments  of  the  surplus 
account  must  be  made.  In  such  cases,  the  phrase  '^  due  and  payable  " 
in  article  845,  Kegulations  45,  means  the  due  date  for  taxes  of  the 
taxable  year  and  not  the  dat^  fixed  for  the  payment  of  the  additional 
assessment. 

(See  20-19-606:  sec.  214(a) 8,  art.  167.)  Reduction  of  invested 
capital  taken  as  oi  the  date  when  tax  became  due  and  payable. 


11-20-788. 
O.  D.  410. 

Where  a  corporation  has  filed  a  claim  for  determination  of  war- 
profits  and  excess-profits  tax  for  1918,  under  section  328,  and  has 
made  payments  on  the  basis  of  50  per  cent  of  the  net  income,  the 
claim  not  having  been  acted  upon  when  its  1919  return  is  due,  the 
invested  capital  for  1919  should  be  adjusted  on  the  basis  of  the  tax 
payments  actually  made,  subject,  however,  to  readjustment  when 
the  correct  amount  of  tax  for  1918  is  determined. 


Section  326,  Article  846(a) :  Surplus  and  un-  23-1^553. 

divided  profits:  reserve  for  1918  income  and  T.  D.  2931. 

excess  profits  taxes  of  corporations  having  a 

fiscal  year. 

The  final  edition  of  Regulations  45  is  amended  by  inserting  imme- 
diately after  article  845  a  paragraph  to  be  known  as  article  845  (a) > 
as  follows: 

Art.  845(a).  Surplus  and  undivided  profits:  reserve  for  1918  income  and  ex- 
cess profits  taxes  of  corporations  having  a  fiscal  year. — In  the  case  of  corpora- 
tions having  a  fiscal  year,  the  Federal  Income  and  profits  taxes  for  the  taxable 
year  1918  shall,  for  the  purpose  of  "computing  invested  capital  for  the  taxable 
year  1919,  be  deemed  to  become  due  and  payable  as  follows:  (a)  As  to  such 
amounts  as  became  due  and  payable  prior  to  February  25,  1919,  under  the  pro- 
visions of  section  14(a),  Revenue  Act  of  1916,  such  law  shall  govern;  (b)  in 
all  other  respects  the  provisions  of  section  250  of  the  Revenue  Act  of  1918  shall 
govern  except  that  the  installments  which  would  become  due  prior  to  February 
25,  1919,  shall  be  deemed  to  become  due  and  payable  on  that  date;  (c)  any 
amounts  which  became  due  and  payable  under  said  section  14(a)  prior  to  Feb- 
ruary 25  shall,  so  far  as  possible,  be  deemed  to  cancel  the  earlier  installments 
payable  under  said  section  250.  For  example,  a  corporation  whose  fiscal  year 
ended  August  81,  1918,  is  assessed  a  total  income  and  profits  tax  under  the 
1917  law  of  $250,000  and  an  additional  tax  under  the  1918  law  of  $110,000. 
The  total  tax  of  $360,000  would  for  the  purpose  of  computing  invested  capital  be 
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deeaifid  to  becHHne  due  aad  payable  as  follows:  Fel»niary  15,  1919»  |25(l»000; 
May  15,  1919,  $20,000 :  August  15,  1919,  $90,000.  If,  assuming  title  saxne  taxes, 
the  fiscal  year  ended  September  90,  1918,  the  total  tax  would  for  the  purpose 
of  computing  Inyested  capital  be  deemed  to  become  due  and  payable  as  l&^lows : 
February  25,  1919,  $90,000;  March  15,  1919,  $80,000;  June  15,  l^d,  $904)00; 
September  15,  1919,  $90,000.  The  provisions  of  this  article  apply  solely  for  the 
purpose  of  computing  invested  capital  and  do  not  affect  the  provisions  of  T.  D. 
2797  in  regard  to  the  time  and  manner  of  paying  taxes  where  corporations  have 
filed  returns  for  fiscal  years  ending  in  1918. 


Section  326,  Abticlb  846:  Surplus  and  un-  3-19-209. 

divided  profits :  insurance  on  officers.  O.  D.  132. 

Only  the  cadi  surrender  value  of  poIidLes  of  insuraace  attribu- 
table to  premiums  paid  in  prior  years  which  harVe  aot  bem  deducted 
as  an  esp&aod  can  he  ineluded  in  sarplua 


7-^19-409. 
O.  D.  179. 

The  cash  surrender  value  of  a  Hfe  insurance  pcdicy  which,  under 
article  846  of  Regulations  46,  constitutes  surjdus  as  at  the  beginning 
of  the  taxable  year  for  invested  capital  purpjoses  retains  its  char- 
acter as  surplus,  even  though  the  policy  constituting  the  admissible 
asset  upon  the  basis  of  which  the  surplus  was  determined  is  ter- 
minated and  paid. 

SixTnoN  326,  Artiglb  851:  Intangible  prop-  3S-19--554. 

erty  paid  in.  T.  B.  M.  81. 

The  fact  that  a  corporation  issues  stock  as  a  bonus  to  its  three 
principal  officers  to  secure  their  services  and  participation  in  the 
business  is  not  ipso  facto  sufficient  evidence  of  the  existence  of  good 
will  for  which  values  can  be  recognized  in  connection  with  the  com- 
putaticm  of  invested  capitaL 

Such  three  principal  officers  were  the  princinal  stockholders  and 
were  active  salesmen  and  the  only  salesmen  employed  directly  by  the 
corporation.  Each  was  allotted  certain  exclusive  territory  in  which 
he  might  employ  subagents ;  all  sales  made  by  or  through  these  three 
principal  salesmen  constituted  the  basis  on  which  their  conunissions 
or  bonuses  were  calculated.  There  were  certain  other  sales  made  di- 
rectly by  the  house  which  were  not  subject  to  any  bonus  or  commis- 
sion deduction.  The  business  of  the  corporation  appeared  to  be  de- 
pendent almost  solely  upon  the  personal  efforts  of  these  three  prin- 
cipal officers  and  stockholders.  The.  rates  of  commission  ana  the 
salaries  for  their  services  were  properly  voted. 

In  this  case  it  was  deemed  that  commission  and  salanr  aggregating 
50  per  cent  of  the  gross  margin  on  the  business  developed  by  each 
was  not  unreasonable.    (Also  sec*  214,  art.  105.) 


8a-l»-«44. 
O.D.848. 

Invested  capital  on  account  of  intangibles  bona  fide  paid  in  for 
stock  or  shares  is  limited  to  25  per  cent  of  stock  with  par  valoe  plus 


I* 

• 

25  p^  cent  of  the  aiaoiuit  fised  in  ftrtidoB  aothoriziitt  no  par  rnhm 
stodc  as  the  capital  witi&  whu^  the  corporatioa  may  <fo  busmoas.  If 
the  laws  of  any  State  authorise  issuance  of  true  no  par  ralue  stock 
with  BO  amount  of  fixed  capital  souAl  no  par  value  stock  may  be  takoa 
into  consideration  in  measuring  the  value  of  intangiUes,  a^  the  fair 
market  value  as  of  the  date  or  dates  of  issue  of  suen  stock  or  shares. 


A.B.E.9. 

A  and  B,  who  own  most  of  the  stock  of  a  oompanyf  inyented  cer- 
tain machinery  for  which  patents  were  issued  to  them.  The  eom- 
pwy  paid  the  cost  of  the  i>ateBta  and  naed  thsm  as  though  it  owned 
them,  without  compensation  to  the  inTentors.  In  1^16  the  patsnis 
were  put  upon  the  books  of  the  company  at  a  certain  value  and  a 
stock  dividend  declared.  Even  assnining  that  the  patents  were  not 
formally  assigned  to  the  company  until  1916^  the  committee  is  clearly 
of  the  opinion  that  the  patents  were  not  specifically  paid  for  by  the 
issuance  of  stock,  nor  by  any  payment  •  of  cash.  It  is  concluded, 
thtfefore,  tiiat  the  value  at  whidh  the  patents  were  placed  upon  the 
books  of  the  company  may  not  be  included  in  its  mveated  capital 
for  war-profits  and  excess-profits  tax  purposes. 


9-20-T76. 
A.  RE.  29. 

Secret  formulas  should  be  classed  as  ^  intangible  property "  under 
the  Bevenue  Act  of  1917  and  are  subject  to  the  20  per  cent  limitation 
imposed  by  section  207  of  that  act  cm  tiie  amount  to  be  included  in 
invested  capital  representing  intangibles  paid  in  for  stock  or  shares. 
Additions  to  invested  eapitsQ  representing  revaluation  of  intangibles 
are  not  allowable^ 

Section  326,  Article  852  ^  Percentage  of  in-  1-19-125. 

admissible  assets.  O.  D.  86. 

Since  the  income  derived  from  Porto  Rico  bonds  is  not  subject  to 
tax,  the  bonds  are  inadmissible  assets,  and  can  not  therefore  be  in- 
cluded in  invested  capitaL 


Section  326,  Article  855 :  Invested  capital  for 
full  year  or  less. 

(See  15-1^-449;  sec.  233,  art.  541.)    Invested  capital  of  telephone 
companies  for  taxable  year  when  operated  under  Government  control. 


Section  826,  Article  857 :  Method  of  deter-  1-19-124. 

Inining  available  net  income.  O.  D.  85. 

The  entire  amount  of  Federal  income,  war  profits,  and  excess- 
profits  taxes  accrued  for  the  taxable  year  remains  a  part  of  invested 
capital  for  the  succeeding  year  (since  it  is  not  deductible  from  gross 
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income  in  returns)  until  the  taxes  become  due  in  the  succeeding  year. 
Accrual  of  taxes  tor  the  taxable  year  does  not  affect  invested  capital 
for  the  taxable  year,  except  to  the  extent  that  the  accrual  of  such 
taxes  will  cause  dividend  payments  to  draw  on  surplus  as  at  the 
beginning  of  the  year. 

18-19-491. 
T.B.R54. 

A  fairly  accurate  informal  approximation  of  monthly  earnings, 
made  for  the  use  of  the  officers  of  a  corporation  which  did  not 
close  its  bool^  ea<;h  month,  is  insufficient  to  overthrow  the  general 
presumption  in  favor  of  the  average  or  prorating  method  of  ascer- 
taining whether  at  the  time  of  any  payment  made  during  the  taxable 
year  there  is  sufficient  income  of  the  taxable  year  available  for  such 
payment. 

Section  326,  Article  858:  Effect  of  ordinary  26-19-598. 

dividend.  0. 942. 

The  exchange  of  16  shares  of  common  stock  for  one  of  preferred 
stock  whereby  the  capital  stock  is  reduced  is  a  capital  transaction 
and  does  not  result  in  net  income  or  earned  surplus.  Whether  such 
a  transaction  gives  rise  to  a  i)aid-in  surplus  not  decided. 

An  amoimt  taken  from  capital  or  paid-in  surplus  to  meet  dividend 
requirements  is  deemed  a  liquidation  of  capital  to  that  extent  an3 
necessitates  a  reduction  in  the  invested  capital.  The  sum  so  received 
by  a  stockholder  is  to  be  regarded  as  a  return  of  capital  so  far  as  it 
does  not  exceed  the  cost  of  the  stock  to  him,  or  if  acquired  prior  to 
March  1,  1913,  its  fair  market  value  on  that  date,  any  excess  being 
payable  as  a  ^in  or  profit.  In  case  of  subsequent  payments  from 
capital  or  liquidation  pajrments  upon  dissolution^  all  prior  distribu- 
tions from  capital  should  be  considered  in  determming  whether  there 
has  been  a  gam  over  the  cost  of  the  stock  or  its  fair  market  value  as 
of  March  1, 1918. 

Section   826,   Abticls   859:  Effect   of   stock 
dividend. 

(See  1-19^7;  sec.  201,  art.  1546.)  Effect  of  stock  dividends  on 
invested  capital. 

Section  326,  Article  867:  Affiliated  corpora-  20-19-518. 

tions :  stock  of  subsidiary  acquired  for  cash.  T.  D.  2901. 

Paragraph  F  of  T.  D.  2662,  which  reads  as  follows : 

Assets  of  affiUated  or  subsidiary  corporations  which  have  to  be  adjusted  to 
meet  the  statutory  Umitations  prescribed  by  section  207  shall  be  valued  as  of 
conditions  existing  at  the  dates  when  such  assets  were  acquired  by  the  respec- 
tive afBliated  or  subsidiary  corporations  and  not  as  of  the  date  when  the  stock 
In  such  affiliated  or  subsidiary  corporations  was  acquired  by  the  parent  or 
controlling  corporation — 

is  hereby  amended  to  read  as  follows : 

When  all,  or  substantially  all,  of  the  stock  of  a  subsidiary  corporation  was 
acquired  for  cash,  the  Ctteh  so  paid  shall  be  the  basis  to  be  used  in  determining 
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(he  value  of  the  property  acquired.  Where  stock  of  a  subsidiary  company  was 
acquired  with  the  stock  of  the  parent  company,  the  amount  to  be  Included  In 
the  consolidated  Invested  capital  in  respect  of  the  company  acquired  shall  be 
computed  In  the  same  manner  as  if  the  net  tangible  assets  and  the  intangible 
assets  had  been  acquired  instead  of  the  stock.  If  in  accordance  with  such 
acquisition  a  paid-in  surplus  is  claimed,  such  claim  shall  be  subject  to  the  pro- 
visions of  articles  55  and  63  of  Regulations  41. 


SECTION  327.— SPECIAL  CASES. 

Section    327,    Article    901:    Treatment    of  1-19-119. 

special  cases.  T,  B.  M.  7. 

The  same  principle  stated  in  the  Revenue  Act  of  1918,  that  assess- 
ment will  not  be  made  as  a  special  case  under  section  328,  when 
the  tax  is  high  "  merely  because  the  corporation  earned  within  the 
taxable  year  a  high  rate  of  profit  upon  a 'normal  invested  capital," 
is  applicable  to  the  Revenue  Act  of  1917  in  cases  in  which  applica- 
tion IS  made  for  assessment  under  section  210  of  that  act. 


14-19-441. 
T.  B.  M.  68. 

The  mere  fact  that  a  corporation  with  a  small  invested  capital 
has  a  large  taxable  income  on  account  of  excessive  profits  made  dur- 
ing the  war  period  will  not  permit  it  to  be  assessed  under  section  210 
of  the  1917  Revenue  Act  nor  section  327  of  the  1918  Revenue  Act, 
unless  it  can  be  clearly  shown  that  there  exists  a  serious  dispropor- 
tion or  abnormality  with  respect  to  its  invested  capital  and  taxable 
income  and  is  within  the  class  of  exceptional  cases  enumerated  in 
the  Regulations. 

15-19-453. 
T.  B.  M.  63. 

A  taxpayer  who  has  liquidated  all  or  part  of  his  business  in  a 
particular  vear  is  not  entitled  to  assessment  under  section  210,  Reve- 
nue Act  of  1917,  unless  such  liquidation  results  in  throwing  into  a 
single  year  profits  so  abnormally  high  as  to  result  in  a  tax  which, 
compared  with  the  taxes  imposed  upon  representative  business  con- 
cerns in  the  same  line  of  business,  is  seriously  disproportionate  and 
productive  of  exceptional  hardship. 


15-19-454. 
T.  B.  M.  60. 

The  limitation  of  the  tax  under  the  Revenue  Act  of  1918  on  profits 
derived  from  the  sale  of  a  discovered  mine  can  not  be  applied  to  the 
assessment  of  1917  taxes,  nor  can  such  limitation  or  any  modification 
thereof  be  used  as  a  basis  for  an  assessment  under  section  210  of  the 
Revenue  Act  of  1917.  A  case  in  which  income  as  compared  with 
invested  capital  has  been  abnormally  increased  by  the  sale  of  all 
capital  assets,  may  be  considered  under  section  210,  Revenue  Act 
of  1917. 
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(See  1»-19^92 ;  sec.  200^  art  152^.)  Aaaoaatamt  of  a  business  the 
Tolume  of  which  is  derived  practically  from  the  individual  efforts  of 
the  J^tocidiolders. 


(See  2-20-679;  sec.  326,  art.  841.)  Application  of  secticm  327, 
Revenue  Act  of  1918,  in  cases  where  good  will  has  been  built  up  by 
the  expenditure  of  large  sums  in  advertising. 


5-20-722. 
A.R.R19. 

RULING  UNDER  ACT  OP  OCTTOBER   3,   1917. 

A  partnership  ^Di^aged  in  the  produce  commission  business,  which 
enjoyed  a  ^^substantial  credit"  in  addition  to  capital  invested  bjthe 
partners  and  derived  approximately  half  of  its  income  from  buying 
produce  outright  and  selling  same  for  its  own  account,  was  properly 
assessed  under  section  210  of  the  act  of  October  3, 1917,  and  was  not 
entitled  to  consideration  under  section  209  of  that  Act. 


(See  10-20-783;  sec.  811,  art.  783.)  Consideration  of  section  327 
in  connection  with  cases  where  the  median  (sec  311(c))  is  used  in 
computing  the  war-profits  credit 


(See  17-20-882;  sec  326,  art  837.)  Application  of  section  210, 
Bevenue  Act  of  1917,  and  sections  327  and  328,  Revenue  Act  of  1918, 
in  cases  where  the  principal  asset  of  a  corporation  is  an  invention  of 

unknown  value. 


SECTION  328.— COMPUTATION  OF  TAX  IN  SPECIAL 

CASES. 

Section  328,  Article  911 :  Computation  of  tax 
in  special  cases. 

(See  5-20-723;  sec  387,  art  971.)  Application  of  the  provisions 
of  this  section  in  case  of  a  corporation  which  is  also  entitled  to  the 
benefit  of  the  provisions  of  section  837. 


(See  11-20-788 ;  sec.  326,  art.  845.)  Adjustment  of  invested  capital 
for  taxable  year  when  claim  for  assessment  of  tax  for  previous  year 
under  section  328  remains  unsettled. 


Section  328,  Article  912:  Determination  of  1-19-136. 

first  installment  of  tax  in  special  cases.  O.  D.  94. 

Computation  of  tax  on  the  basis  of  50  per  cent  of  the  net  income 
under  section  328,  Revenue  Act  of  1918,  relates  only  to  war  excess- 
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profits  tax.  It  is  oot  pennissiblQ  to  fUe  bond  in  lieu  of  cash  pay- 
xos^ois  of  tax  detafmiBEed  oa  50  per  cent  basis  pending  final  deter- 
nuBfttion  of  tax  due. 

6-19-285- 
T.  B.  M.  30. 

Constructive  invested  capital  determined  under  section  210,  Eeve- 
nue  Act  of  1917.  in  case  of  a  return  for  a  fiscal  year  ended  in  1918, 
may  not  be  used  in  determining  the  total  tax  liabilitjr  on  the  basis 
of  the  supplemental  return  for  the  same  fiscal  year  in  accordance 
with  the  Bevenua  Act  of  1918.    (Also  sec.  885,  art.  952.) 


SxscTzOH  828,  Article  018:  Determi&atioQ  of  6-20-735. 

first  installment  of  tax  in  the  case  of  foreign  O.  D.  402. 

corporation. 

The  installmaits  of  ibB  tax  for  1919  of  a  foreign  corporation  shall 
be  detemiDfid  upon  the  basis  of  an  excess-profits  tax  computed  by 
nedng  its  invested  capital  for  the  tasible  year  1917  properly  adjusted 
bj  reason  of  subeequent  dianges.  Because  of  the  provisions  of  sec- 
turn  862  this  tax  can  in  no  case  be  more  thaa  20  per  cent  of  the 
amoimt  of  the  net  ineoma  in  exeoes  of  $8)000  and  not  in  excess  of 
$20,000,  plus  40  per  cent  of  iiie  amoimt  of  mt  ineome  in  excess  of 
^0^000.  Final  determination  of  tiba  tax  w^  be  made  acocNrding  to 
Hm  preiriaipns  of  sections  327  and  82& 


Section  828,  Article  914:  Payment  of  tax  in  26-19-599. 

^>eeial  cases.  O.  D.  821. 

The  provisions  of  section  827(d)  of  the  Revenue  Act  of  1918 
will  not  debar  a  corporation,  derivinj^  income  from  Government  con- 
tracts on  the  ^per  unit"  basis,  from  filing  a  claim  for  assessment 
under  the  provisions  of  section  328.  If  the  claim  is  filed  prior  to 
the  due  date  of  the  fourth  installment  of  tax  and  the  three  install- 
ments  already  paid  are  equal  to  the  sum  of  the  normal  tax  plus  a  war- 
profits  and  excess-profits  tax  equal  to  50  per  cent  of  the  net  income 
of  the  corporation,  it  will  not  be  necessary  to  pay  the  fourth  install- 
ment, but  the  additional  payments  of  tax,  if  any,  with  interest,  may 
be  made  when  the  claim  for  readjustment  of  the  tax  is  finally  dis- 
posed of.  The  corporation  should  file  a  claim  for  abatement  of  any 
taxes  assessed  in  excess  of  the  tax  computed.  (Also  sec.  250,  art. 
1001.) 

31-19-665. 
O.  D,  856. 

In  cases  where  application  has  been  made  at  the  time  of  filing  the 
return  for  assessment  of  war-profits  and  excess-profits  tax  in  accord- 
ance with  section  328,  Revenue  Act  of  1918,  and  the  installments  of 
tax  determined  and  assessment  made  on  the  basis  of  50  ^er  cent  of 
the  net  income  for  the  taxable  year,  no  abatement  claim  is  required 
to  cover  the  difference  between  the  tax  so  computed  and  the  tax 
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computed  without  the  benefit  of  section  828.  If  the  tax  has  been 
computed  and  assessment  made  without  reference  to  section  328,  and 
application  is  made  syhaequently  for  assessment  of  the  tax  in  accord- 
ance with  section  328,  payment  of  the  entire  tax  as  originally  com- 
puted will  be  required  unless  a  claim  is  filed  for  the  abatement  of  the 
amount  assessed  in  excess  of  50  per  cent  of  the  net  income. 


Pakt  VI. — ^Reorganizations. 

SECTION  330.— REORGANIZATIONS- 

Section  330,  Akticle  932:  Net  income  and 
-   invested  capital  of  predecessor  partnership  1-1&-137. 

orindividuaL  T.  B.E.2. 

In  the  case  of  a  reorganization,  the  new  corporation  is  required 
to  base  its  invested  capital  on  tne  adjusted  balance  sheet  of  its 
predecessor  as  of  the  date  of  reorganization.  Appreciation  in  the 
value  of  the  assets  so  transferred  &om  the  old  organization  to  the 
new  can  not  be  included  in  the  invested  capital  of  the  new  corpora- 
tion. The  statute,  however,  does  not  prohibit  the  treatment  of  the 
date  of  reorganization  as  the  beginning  of  a  new  taxable  year.  Con- 
sequently, it  does  not  require  the  exclusion  from  the  invited  capital 
of  the  new  corporation  of  surplus  and  undivided  profits  earned  be- 
tween the  beginning  of  the  then  taxable  year  of  the  predecessor 
corporation  and  the  beginning  of  the  taxable  year  of  the  new  cor- 
poration. 

Section  330,  Abticle  933':  Election  to  be  taxed  l-lft-138. 

as  corporation.  O.  D.  95. 

Partnership  net  income  as  contemplated  in  section  330,  paragraph 
3,  Revenue  Act  of  1918,  means  the  net  income  after  deducting  salanes 
pi  partners. 

&-19-286. 
T.B.R.27. 

A  partnership,  upon  becoming  a  corporation  in  accordance  with 
the  provisions  of  the  law,  and  owning  99  per  cent  of  the  capital 
stock  of  three  other  corporations,  should  file  a  consolidated  return. 
(Also  sec.  240,  art.  632.) 

(See  ll-lft-373;  sec.  213(b),  art.  79.)  Status  of  corporation  on 
succeeding  partnership  in  regard  to  Liberty  loan  bonds  and  Victory 
loan  notes  originally  subscribed  for  by  the  partnership. 


11-19-393. 
O.D. 


A  partnership  whose  net  income  for  the  taxable  year  1918  was 
more  than  20  per  cent  of  its  invested  capital  may  elect  to  be  taxed 
as  a  corporation  from  January  1,  1918,  only  in  case  of  its  reorgani- 


205 

zation  as  a  corporation  before  July  1,  1919.  There  is  no  authority 
vested  in  the  Treasury  Department  to  extend  the  time  within  which 
to  effect  the  reorganization. 

(See  15-20-864;  sec.  252,  art.  1034.)  Adjustment  of  excess  taxes 
paid  in  cases  arising  under  paragraph  3,  section  330,  Bevenue  Act 
of  1918. 

16-20-872. 
0. 1023. 

OOBPORATIONS    DE    FACTO. 

No  taxpayer  can  be  entitled  to  the  benefits  of  the  third  paragraph 
of  section  330  unless  a  corporation  de  jure  or  de  facto  came  into 
existence  prior  to  July  1, 1919. 

The  intention  to  incorporate,  the  execution  and  mailing  of  the 
articles  of  incorporation  to  the  Secretary  of  State  on  June  30,  1919, 
the  opening  of  corporate  books  as  at  June  30,  1919,  and  the  manu- 
facturing for  one  day  under  the  same  name  used  hitherto,  in  the 
absence  of  other  proof  of  user  prior  to  July  1,  1919.  does  not  justify 
the  injterence  that  a  corporation  de  facto  existed  beiore  July  1,  1919. 


SECTION  331.— VALUATION  OF  ASSETS  UPON 

REORGANIZATION. 

Section  331,  Abticlb  941:  Valuation  of  asset 
upon  change  of  ownership. 

(See  10-19-365;  sec.  326,  art.  831.)  Valuation  of  assets  where 
merger  takes  place  prior  to  March  3,  1917,  but  formal  transfer  of 
tangible  assets  is  subsequent  to  that  date. 


(See  11-19-389;  sec.  326,  art.  831.)  Determination  of  invested 
capital  when  property  purchased  at  receiver's  sale  is  purchased  by 
creditors  and  transferred  to  new  corporation. 


3-20-697. 
A.  R.  R.  16. 

Mere  change  of  domicile  without  change  as  to  capital  and  surplus 
held  not  to  affect  the  invested  capital,  which  remains  the  same  for 
the  new  company  as  for  the  old. 

•  The  Committee  is  of  the  opinion  that  it  is  not  necessary  to  make 
any  radical  departure  from  the  "  distinct  entity  "  theory  which  has 
been  the  guides  of  the  bureau  in  the  past,  but  feels  that  where  there 
is  merely  a  transfer  of  domicile  through  the  surrender  of  the  charter 
issued  in  one  State  and  the  taking  out  of  a  new  charter  in  another 
State,  without  any  change  in  the  Dusiness  or  amount  of  the  capital 
and  surplus  of  the  corporation,  that  the  new  company  is  entitled  to 
the  same  invested  capital  as  the  old,     (Also  sec.  239,  art  621.) 


206 

O.D.458, 

The  provisions  of  section  331  of  the  BevMiiie  Act  of  1^18  relate 
only  to  the  computation  of  invested  capital.  In  the  reorganizatioi 
of  a  corporation  owning  timber  lands  and  engaging  in  we  manu  * 
f actiire  of  lumber,  the  basis  for  deductions  for  deptetion  of  the  timbei 
and  depreciation  of  the  plant,  machinery,  and  patents  claimed  b; 
the  reorganized^  company  is  the  cost  of  these  assets  at  the  time  they 
were  acquired  in  reorganization,  or  their  fair  market  value  as  of 
March  1,  1913.  if  acquired  prior  thereto.  (Also*  sec.  214 (a) 8,  art, 
161 ;  sec.  214(a)  10,  art.  201.) 


Past  Vli. — ^Miscellaneous. 

SECTION  836.— FISCAL  YEARS  ENDING  IN  1918 

OK  1919. 

7  19  310 
S»onoN836.  O.D.m 

Excess  profits  tax  paid  by  partnership  with  req>eet  to  income  re- 
ceived during  1918  can  not  be  applied  as  credit  to  tax  due  from  in- 
dividual members  for  taxable  year  1918.  In  such  cases  claim  for 
refund  on  Form  46  should  be  filed  by  the  partnership.  (Also  sec 
252,  art.  1086.) 


Section  336,  Abticsse  961 :  Fiscal  year  with  different  8-20-760. 

rates.  A.  K.  E.  26. 

RULING  UNDER  RBVXNUB  ACT  OF   1917. 

A  partnership  closed  its  books  coiisisteiitly  as  at  a  date  other  than 
the  last  day  of  a  month.  In  1917  it  was  dissolved.  In  determining 
its  excess  profits  tax  liability  for  the  portion  of  its  fiscal  year  falling 
within  1917  it  is  entitled  to  apportion  its  income  between  1916  and 
1917  on  a  pro  rata  basis. 

The  committee  is  of  the  opinion  that  the  subsequent  provision  in 
the  regulations'  under  the  act  of  October  3,  1917,  providmg  that  the 
fiscal  year  of  a  partnership  should  end  on  the  last  day  of  a  month,  is 
not  to  be  regarded  as  effective  against  a  fiscal  year  ending  on  some 
day  other  than  the  close  of  a  month  in  1917  prior  to  the  passage  of 
the  law  and  the  promulgation  of  the  regulations.  (Also  sec.  218, 
art.  321.) 

Section  385,  Article  952 :  Fiscal  year  of  cor- 
poration ending  in  1918. 

(See  6-19-285;  see.  328  art.  912.)  Application  of  section  210  of 
the  Bevenue  Act  of  1917  and  sections  827  and  828^  of  the  Bev^oue 
Act  of  1918  to  fiscal  year  returns. 
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SECTION  337.— SALE  OF  MINEBAL  DEPOSITS. 

Skctxxn  337^  Abticui  971:  Tax    on    sale    of  5-20-723. 

miBeral  deposits.  O.  D.  395. 

The  fact  that  a  compaoj  is  entitled  to  the  benefit  of  section  337 
will  not  disqualify  it  for  special  treatment  widw  section  32B,  neither 
can  the  fact  that  it  is  entitled  to  the  benefit  of  section  337  be  used  as 
a  basis,  for  claiming  special  treatmmit  under  section  328.  If  a  cor* 
poration  falls  within  the  class  specified  in  seeticm  327,  the  tax  will  be 
determined  under  the  provisions  of  section  326.  The  effect  of  section 
337  is  to  limit  the  amouirt  of  tax  attributable  to  the  profit  made  on 
the  sale  of  mines,  oU  and  gas  wells  discovered  by  the  taxpayer  and 
can  only  be  applied  after  uie  iax  computed  on  such  profit  has  been 
computed  without  the  benefit  of  this  section.  (Also  sec.  328,  art. 
911.) 

TiTLB  Xin^— OENBRAL  ADMINISTBATIVE 

PROVISIONS. 

SECTION  1809.— AUTHORITY  FOR  REGULATIONS. 

15-^19^-455. 
M.  2228. 

(1)  The  Revenue  Act  of  1918  departs  widely  at  many  points  from 
prior  law  or  practice  and  has  given  rise  to  new  questions  of  such 
importance,  complexity,  and  number  that  resources  of  the  bureau  are 
no  laore  than  adequate  to  advise  taxpayers  promptly  of  their  present 
liabilities  arising  out  of  past  tran3acti<ms. 

It  will  therefcre  be  the  policy  of  the  bureau  not  to  answer  any 
inquiry  except  under  the  following  circumstances : 

(a)  The  transaction  must  be  completed  and  not  merely  proposed 
or  plamied. 

(b)  The  complete  facts  relating  to  the  transaction,  together  with 
abstracts  from  contracts,  or  other  documents  necessary  to  present  the 
complete  facts  must  be  given. 

(c)  The  names  of  all  the  real  parties  interested  (not  "dummies'* 
nsed  in  the  transaction)  must  be  stated  regardless  of  who  presents 
the  question,  whether  attorney,  accountant,  tax  service,  or  other 
representative. 

SECTION  1814.— MEDIUM  OF  PAYMENT  OF  TAX. 

Section  1814,  Articms  1781-1732 :  Payment  of  7-20-748. 

tax  by  certificates  of  indebtedness.  T.  D.  2978. 

Collectors  of  internal  revenue  are  authorized  and  directed  to  re- 
ceive at  par  United  States  Treasury  certificates  of  indebtedness  of 
Series  T  8,  dated  July  15, 1919,  Series  T  9,  dated  September  15, 1919, 
Series  T  M  3-1920,  dated  Decwnber  1, 1919,  and  Series  T  M  4-1920. 
dated  February  2, 1920,  all  maturing  March  15, 1920,  in  payment  ox 
income  and  profits  taxes  payable  on  March  15,  1920.    Collectors  are 
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authorized  and  directed  to  receive  at  par  Treasury  certificates  of  in- 
debtedness of  Series  T  J  1920,  dated  December  15,  1919,  maturing 
June  15,  1920,  in  payment  of  income  and  profits  taxesjpayable  on 
June  15,  1920 ;  Treasury  certificates  of  indebtedness  of  Senes  T  10, 
dated  September  15, 1919,  maturing  September  15, 1920,  in  payment 
of  income  and  profits  taxes  payable  on  September  "15,  1920;  and 
Treasury  certificates  of  indebtedness  of  Series  T  D^1920,  dated  Jan- 
uary 2,  1920,  maturing  December  15,*  1920,^  in*  payment  of  income 
and  profits  taxes  payable  on  December  15,^  1920.^Collectors  are  fur- 
ther authorized  and  directed  to  receive'at  par  J*  in  payment  of  income 
and  profits  taxes  payable  at  the  maturity  ^of  the  certificates,  respec- 
tively. Treasury  certificates  of  indebtedness  of  any  series  maturing  on 
March  15,  June  15,  September  15,' or  December  15^  1920,  respectively 
and  expressed  to  be  acceptable  in  payment.^ of  mcome  and  profits 
taxes.  Collectors  are  not  authorized  hereunder  to-  receive  in  payment 
of  income  or  profits  taxes  any  Treasury  certificates  of  indeotedne^ 
not  expressed  to  be  acceptable  in  payment  of  income  and  profits  taxes, 
or  maturing  on  a  date  other  than  the  date  on  which  the  taxes  are  pay- 
able. Collectors  are  authorized  to  receive  Treasury  certificates  of  in- 
debtedness which  are  acceptable  as  above  provided  in  payment  of  in- 
come and  profits  taxes,  in  advance  of  the  respective  dates  on  which 
the  certificates  mature. 

'  This  Treasury  Decision  amends  and  supplements  the  provisions  of 
articles  1731  and  1732  of  Begulations  45,  revised,  and  supersedes 
Treasury  Decisions  2907  and  2918. 


SECTION  1820.— DEPOSIT  OF  UNITED  STATES  BONDS 

AS  SECURITY. 

8-19-^36. 
Section  1320.  O.  D.  193. 

Where  Liberty  bonds  are  deposited  as  collateral,  as  provided  when 
a  claim  for  abatement  for  a  loss  in  inventory  is  filed  (see  sec.  214 (a) 
12,  and  sec.  234(a)  14),  coupons  representing  one  year's  interest  may 
be  detached  from  the  bonds  prior  to  depositing  them  as  collateral  on 
Form  1124. 


(See  21-19-525 ;  sec.  214(a)  12,  art.  268.)    United  States  bcmds  de- 
posited as  security  for  claim  in  abatement. 


Title  XIV.— GENERAL  PROVISIONS. 

SECTION  1400.— KEPEAL  OF  FORMEE  ACTS. 

Section  1400. 

(See  12-19-409 ;  sec.  250,  art.  1008.)   The  provisions  of  Revenue  Act 
of  1916  relating  to  three-year  limitation  are  continued  by  section  1400. 
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MISCELLANEOUS. 


8-20-761. 
0.999. 


MXTNinON   MANXTPACTUKBn's  TAX — TITLE  HI,  SECTION   301,  ACT  OF 

SEPTEMBER   8,   1916. 

Section  301,  Act  of  September  8, 1916,  taxes  the  j^rofits  received  by 
every  manufacturer  from  the  sale  or  other  disposition  of  the  articles 
therein  specified,  whether  he  has  contributed  m  whole  or  in  part  to 
their  manufacture,  provided  the  articles  were  manufactured  and  dis- 
posed of  for  the  purpose  of  being  used  as  munitions  or  as  parts  of 
the  same. 

The  words  ^  any  part "  as  used  in  section  801,  Act  of  September  8. 
1916,  refer  to  "any  part"  of  the  process  of  manufacturing  any  oi 
the  articles  therein  specified  for  use  as  munitions. 

The  tax  provided  for  in  section  301,  Act  of  September  8,  1916,  is 
only  due  when  the  articles  were  manufactured  and  disposed  of  for 
the  purpose  of  being  used  as  munitions  or  as  parts  thereof. 

The  tax  provided^  for  by  section  301,  Act  of  September  8,  1916,'  is 
due  regardless  of  whether  the  manufactured  article  has  reached  the 
state  of  completion  when  disposed  of  by  the  manufacturer. 

Law  Opinions  238(a)  and  91,  and  Solicitor's  Memoranda  625  and 
45  are  overruled. 
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Art.  133iy  amended 


Art.  141,  amended 
Art.  163,  amended, 
Art.  184,  amended 
Art.  220,  amended 


iluUng 
Ko. 

lE^ge 
Ko. 

64 

101 

275 

102 

525 

102 

336 

208 

775 

166 

541 

38 

536 

115 

440 

193 

774 

119 

448 

124 

411 

197 

459 

63 

^ 

J8 

-721 

25 

^79 

196 

858 

29 

158- 

127 

832 

.110 

196 

112 

867 

170 

224 

027 

548 

•«7 

818 

182 

824 

111 

731 

Oil 

231 

157 

78. 

133 

•'617 

f09 

709' 

170 

205 

leGB 

154 

106 

429 

168 

730 

103 

343 

110 

785 

136 

312 

37 

«19 

44 

ST-e 

68 

560 

79 

739 

83 

^5 

89 

249 

m 

«47' 

^ 
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Amendments,  Regulations  45 — Continued. 

Art.  220(a),  added 

Art.  221,  amended 

Art.  234,  added 

Art.  235,  added 

Art.  251,  amended 

Art.  307,  amended 

Art.  312(a),  added 

Art.  347,  added 

Art.  363(a),  added 

Art.  367,  amended 

Art.  375,  amended 

Art.  406,  amended 

Art.  443,  amended 

Art.  445,  amended 

Art.  845(a),  added 

Art.  1036,  amended : 

Art.  1506,  amended 

Art.  1524,  amended 

Art.  1563,  amended 

Art.  1566,  amended 

Art.  1567^  amended 

Art.  1568,  amended 

American  citizen,  credit  for  dependents 

American  Legion 

Amortization.    (See  Deductions.) 

Annuity  as  gift,  taxability  of  income  from 

Apartment,  loss  from  subletting 1 

Appreciation— 

In  value  of  property  in  computing  prewar  income 

.  In  value  of  property,  relation  to  invested  capital 

Of  assets  transferred  to  successor 

Army  Transport  Service,  employees  of,. 

Assets,  intangible,  methods  of  determining  value 

Association  to  market  product  of  members 

Attaches,  naval,  taxability  of  funds  received  for  entertaining 

Automobile  owners'  association 

Automobile  used  by  draft  board  member ^ 

AwTBJd  by  board  of  arbitration,  year  taxable 

B. 

Bad  debts.     (See  Deductions.) 

Bahama  Islands^  citizens  of 

Bankruptcy,  priority  of  Federal  taxes 

Bankrupt  individual,  return  of 

Banks — > 

Acceptances  bought  and  sold  by  nonresident  alien  corporation, 
withholding 

Acceptances,  discount  on,  withholding 

Conversion  of  State  to  national,  return 

Deposits,  interest  on,  paid  to  foreign  partnership,  return  of 
information 

Discounts,  earned  or  accrued 

Insolvent,  in  liquidation,  returns 

Purchasing  abroad  coupons  from  bonds  of  domestic  corpora- 
tions, ownership  certificates 

Stock,  tax  on 1 

Stock,  tax  on,  paid  for  corporate  stockholder 

Basis  for  aetermining  gain  or  loss.     (See  Gain  or  loss.) 
Beneficiaries  (see  also  Estates  and  trusts) — 

Control  vested  in,  under  trust  agreement 

Individual,  construction  of  term 

Bequest  to  executor  as  additional  payment 


Ruling 
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647 
647 
483 
483 
729, 756 
508, 741 
324 
781 
498 
732 
742 
629 
570 
199 
553 
333 
601 
802 
737 
521 
522 
699 
220 
834 

289 
59 

335 
308 
137 
859 
777 
84 
48 
586 
673 
750 


864 
857 
297 


387 
865 
888 

110 
312 
170 

385 
344 
302 


Na 


763 
270 
700 


93 
93 

95 


107, 109 

m 

121 

127 

129 

131 

135 

137 

138 

197 

172 

12 

17 

27 

29 

30 

31 

106 

141 

49 
81 

188 

196 

204 

67 

26 

143 

54 

143 

70 

52 


110 
168 
117 


155 
127 
1.58 

175 

37 

158 

125 
153 
153 


12 
54 
44 


213 


Bermuda,  (dtlzens  of,  personal  exemption 

Board  and  lodging,  seamen,  taxability  of 

Board  of  trade,  membership  fees 

Bondholders  purchasing  foreclosure  sale  property,  forming  new  cor- 
poration  

Bonds — 

Exchanged  for  stock  under  convertible  trust  deed 

Issued  at  discount,  discount  improperly  charged  to  profit  and 

loss 

Sale  of,  amortization  of  premium  or  discount -. 

Bonuses — 

By  State  to  soldiers  and  sailors 

Stock  as  evidence  of  good  will 

Stock  held  by  trustee  in  escrow  for  employees 

To  employees,  year  deductible 

Brokerage  and  commission  business,  income  partly  from  personal 

service 

Brokers,  returns  of  informatipn.    (See  Information  at  source.) 
Building  and  loan  associations,  profits  of,  when  taxable  to  share- 
holder (see  alio  Exempt  corporations) 

Businete  expenses.    (See  Deductions;  business  expenses.) 
Business  Leagues.    (See  Exempt  corporations.) 

C, 

Canadian  taxes  paid  by  alien  residents  of  United  States 

Capital  (see  aZ«o  Invested  capital) — 

Charge,  erroneous,  amended  returns 

Kecoverable  through  depletion  allowance  in  the  case  of  owner. 

Recoverable  through  depletion  allowance  in  the  case  of  timber. 
Capital  stock — 

Changed,  20  per  cent  limitation 

Increased  by  reinvestment  of  cash  dividends 

Paid  for,  20  per  cent  limitation  intangibles 

Retirement  of,  leaving  surplualntact 

Carnegie  Foundation  retiring  allowance  to  teachers 

Cash  oiscount,  accounts  due  and  payable 

Cemetery  company,  payments  to  trustees  of  percentage  of  proceeds 

Certificate  of  comnliance,  issuance  of 

Certificate  of  indeotedness — 

Conversion  into  Victory  loan  notes,  effect  on  invested  capital. 

Receivable  for  tax 

Certificate  of  sale,  county,  taxability  of  income 

Chamber  of  commerce,  membership  fees 

Charitable  contributions.    (JSee  Deductions.) 

Charity  fund  held  by  city,  income  from 

Citizens — 

Leaving  United  States,  refusing  to  pay  tax 

Nonresident  aliens  becoming  citizens  during  year 

Residing  in  China,  how  returns  verified 

Claim  for  abatement,  when  bond  required 

Cleigymen,  income  of 

Clute.    (See  Exempt  corporations.  J 

Commercial  school  as  personal  service  corporation 

Commission  and  brokerage  business,  income  partly  from  personal 

service 

Commission  business  also  dealing  on  its  own  account 

Commission  on  training-camp  activities 

Commissions- 
Advanced  to  advertising  solicitor,  when  income 

Paid  for  sale  of  capital  stock 

Paid  to  nonresident  alien  on  orders  from  foreign  customers — 
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831 
475 
808 

110 
44 
71 

334 

193 

577 

191 

166 

887 

152 
147 

533 

554 

186 

54 

55 

198 

74 
74 

410 


842 


720 


186 


53 


132 


169 

157 

53 

92 

60 

• 

94 

120 

192 

529 

20 

208 

196 

667 

22 
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44 

228 

149 

515 

150 

606 

169 

132 

189 

748 

207 

611 

56 

808 

71 

433 

62 

282 

173 

66 

106 

327 

134 

652 

171 

180 

54 

736 

17 

410 

186 

722 

202 

39 

65 

31 

41 

391 

190 

167 

154 

.-231 


.Oommittee/Teorganization,  when  trust - 

Communi^ Service  (Inc.),  exemption  of - 

GDmpen0ati<m  (see  also  Gross  income}— 

Additional,  received  by  official  on  basis  results^ehiered . 

Agent,  appropriated  from.profits 

Army  field  clerks  and  reconstruction  aides 

Engineer,  sewerage  commiawon ^. ^ 

For  personal  services ^.  ^.  - 

Jurors*  fees  and  pensions  from  States 

National  Guard  officer ^ 

Paid  in  other  than  cash,  art.  33,  Ree.  45,  amended 

Reasonableness  of,  how  determinea 

School  officials  appointed  without  statutory  authority 

Trustees  not  court  appointees  but  compensation-fixea  by  court . 

Withheld  account  of  contested  election,  later :paid.. 

OompromiBe,  bad- debt,  amount  deductible 

Oonsiznment  sales,  profit,  when  taxable 

Consolidated  invested  capital,  stock  of  subsidiaries  acquired 

Consolidated  net  income,  tax  liability. 

Consolidated  returns.    (See  Returns:  corporations.) 

Constructive  invested  capital,  fiscal  year  ending  in  1918. 

Contingent  liability  set  up  one  year,  deductibility  another  year 

Contractor  employing  nonresident  aliens 

Contracts,  treatment  of  excess  payments  received 

Contract  to  sell  real  estate 

Contributions,  charitable.    (See  BeduotioiiB.) 

Cooperative  store:  managed  by  university 

Copies  of  returns,  request  for,  by  executor 

^Oorporation8 — 

Affiliated,  Liberty  bond  exemption  when  consolidated  return. 

Afiiiiated,  where  consolidated  return  not  permitted 

Changing  domicile  through  transfer  of  charter 

CharactOT  of,  how  judged , 

Charitable,  when  not  exempt. -..,w^ *. ^ 

Company  in  one  State  taking  over  corporatiooianother  State... . 

DefiaotOf  when  classified  as..— ...^^, 

Dissolving,  not  retaining  unpaid  tax 

Exempt  from  tax .    (See  Exempt  corporations . ) 

Fiscal  year  ended  1919,  excess  income  from  Government  con* 
tract 

For  erecting  monuments  and  like  memorials 

Income  from  sales  before  incorporation 

In  hands  of  receivers,  when  income  exempt 

In  liquidation,  profit  from  sale  of  assets. 

In  liquidation,  income  investments  not  due.. 

In  liquidation,  income  received  by  assignees 

In  liquidation,  principal  asset  assigned  to  trustees 

In  process  dissolution,  amoimt  received  by  stockholder 

In  process  disBolution,  distribution  .in  installments 

Losses  in  marginal  speculations 

Operating  after  charter  annulled 

Owning  interest  in  foreign  partnerships 

Participating  in  joint  enteiprise,  not  partners 

Personal  service.    (See  Personal-service  corporations. ) 

Raising  certainBum  for  sale  of  Stocktaking  over  assets  defimct 
corporatioifi 

Reorganizing,  and  issuing  new  stockin  exciiange  for  old 

Returns,  extension  for  filing 

Returns  when  organization  not  perfected 

Undistributed  profits  taxable  to  stockholders.     (See  Profits  of 
corpozationB  taxable  to  stockholders.) 

Volume  of  business  due  to  efforts  of  stockholders 

Where  interests  of  stockholders  pooled 
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762 
716 

^29 
738 
827 
682 
362 
826 
828 
819 
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845 
685 
824 
564 
25 
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285 
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171 
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872 
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517 
755 
523 
787 
386 
406 
280 
874 
141 
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677 
405 
139 
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365 
789 
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12 
98 

73 
39 
66 
64 

149 
64 
66 
M 
74 
64 
64 
52 
85 
41 

192 

im 

203 

75 

125 

41 
52 

144 
176 

60 
160 
"205 
139 
141 
190 
205 
167 


185 

98 

50 

159 

145 

147 

158 

53 

50 

51 

151 

157 

146 

13 


190 
190 
137 
167 


18 
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Page 
No. 


Cost  of  jproductioQ  imascertainablej  inventory  when — 

Ck>uncirof  NatioBal  Defense,  contnbutions  to. .., 

sOoimty  eunwyor,  taxability  of  compensation > . 

^sCoTiit  apponitees,  taxability  of  C8QEi]MnHiti»n_ ., 

dieameiCy  ^^^pany*  cooperative 

^Qredit,  corporation  $2^0^  whenjetuxn  for  leas  than  year. 
k'OreditoiB  jnirch'"'''""  ~~"^*-  -♦  — ^«'-"«'»- — ^i-^  •*— .«j 

vcorpoiauon. 
Credits:  corporations — 
Foreign 


•to  SfiW 


Cuban  taxes  paid  by  domestic  corporation 

Fsreign  coQ)ozation  controlled  by  xiomestic  curpoBttifln . . . 

FoieigQ  taxes  in^posed  on  basis  dividends  decbired 

Foreign  taxes  withheld  by  foreign  corporation 

Income  taxes — 

Dividends  from  foreign  corporations,  credits  allowed 

PefBalty ifor  delinquenx^,  or  fEaud,  oieditsAfiowed 

War^rofits  aredit: 

Mi^ian  baeds  Apjplicable  in  determining 

Prowar  accounting  j>eriod  difieFont  from  ta«able  year 

Salaries,  A4justment  of  ior  preimrrpariad.^.  .^ . 

CSiedits :  individna]»— 
Agadnst  net  inoone — 

Allien  leaving  United  States  j>rior  to  end  of  year ^ 

Aanerican  citizen  for  depenaenlB  izTS^peotbre  .naitioaaality 
•or  residence 

Bahama  Islands,  oitiaeaM  of 

Becmudai  citizens  of ..--.,^... ^^.^ ,  .«,..^ ,... 

Gsfontry  imposiqg  income  tax,  but  Jiot  en  Unsted  States 
citizens . .... .^. 

HLvidends  from  C0r»cira1ioins  wHik  ^eKem/pt  xncome — . 

]toiaption.from  military  service  in  dStsormiKning.iie8idenoe. 

Greece,  subjects  of 


866 

45 
450,465 

mi 

389 


757 
388 
230 
407 

252, 706 
5&1 


788 
264 
33:9 


154, 867 

220 
864 
88l 

153 
612 
632 
510, 567 


For 


LuKembnug,  sul^ectsof 

Kenresident  alien  becm]Ba^-citiaen>during.yeax. 

Nonresideikt  atMB'-BtCKemptiion  isetioactive 

Pcdand,  subjects  of 

P0fto  Rico,  income  tax  credits. .  .^ 

FsBof  of  ioreigniawBiis  tecKem|»tion ^ 

EHvitzerlttnd,  citizfBBS'of ••«...«. .. 

Widower,  supporting  dau{^tert>ver  18 

Al&dow,  partial  suppfirttmchakd^ver  18 

Wife  absent  hecanflejof  WoAd  War 

Years  to  which  Jtpplicabla. 


Oanadian  taxes  pand  by  Jilian  EondentB-df  United  States. . . 

Foseign  income  tax,  no  zndiiadual. receipt - 

Normal  tax  withheLl,  bondholder  subjeotesurtax  only. . . . 

Paid  by  United  States  citken  ;to  iereign  country 

Sugar  taoc  in  Cuba ; - 

Taxes  paid  by  citizen  to  ioreign  xrouxitry,  year  created . . . 
NonresidentsalienB — 

AUen  filing  Form  1078  last  day  of  taxable  year,  refund — 
Aliens  regarded  as  residents  unless  showing  to  contrary^  . 

Ambaa8aaiflSKBdi]iin»terB,iflCDitliflBaf ...^ 

Gustractor  .emplaying  jionresident  AlienB,  -duty  s>f  vdth- 

-holdiiig .- - 

Foreign  trade  jckefiaction^of  in  detemnixBiigpBtatuBDf  Bevmen. 

Osth,  u8e*of  Form  1<I78  in  hmL-Bi 

•P«y  rolls,  -evidence  of  .residence 

Presumption  as  to  residence. .  ....*.^*. . .  ...^ ^ * 


97 

96 

63 

63,64 

144 

150 

190 


156 
.160 
156 
232 

105 

162 

187 
186 

187 


106, 170 

106 
110 
110 

106 

62 

110 

107, 108 


603 

108 

'66 

106 

718 

109 

642 

108 

675 

108 

446 

107 

€48 

108 

;8e9 

105 

886 

106 

657 

106 

566 

108 

720 

132 

407 

132 

812 

131 

593 

131 

«88 

77 

748 

132 

196 

3.12 

78il 

111 

843 

110 

298 

125 

591 

111 

-68 

112 

195 

112 

342 

110 
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Credits :  individuals — Continued . 
Nonresident  aliens — Continued. 

Refund  to,  of  tax  withheld 

Refund  where  alien  employed  for  3  months 

Service  in  United  States  Army,  effect  of 

Crop  insurance,  premiums « 

Cuban  sugar  tax  paid  by  domestic  corporation 

Cuban  taxes  paid  by  domestic  corporation,  credit  for 

D. 

Damages,  libel  suit,  taxability  of 

Date  of  tax  return,  meaning  of 

Dealer  in  securities,  inventory  of •. 

Debt  exchanged  for  assets  and  liabilities,  when  loss  deductible 

Deductions:  corporations—^ 

Additional  excise  and  income  taxes,  when  deductible 

Amortization  and  sales  expenses,  income  pajrtly  from  Govern- 
ment contracts 

Amortization  of  machinery  erected  after  Apr.  6,  1917 

Cash  discount,  accounts  due  and  payable 

Casualty  company,  reserves^ 

Cemetery  company,  payments  to  trustees  of  percentage  of  pro- 
ceeds from  sale  ot  lots 

Charitable  contributions  erroneously  deducted 

Compensation  for  personal  services,  excessive 

Contributions.  Red  Croaa  and  other  war  organizations 

Corporation's  losses  in  marginal  speculations 

Dividends  paid  in  Liberty  bonds 

Dividends  received  by  domestic  corporation  through  foreign 
holding  company  from  another  domestic  corporation 

Donations  to  employees'  pension  fund 

Fiscal  year  ending  in  1917  prior  to  Oct.  3,  deduction  of  tax. . . 

Illinois  drainage  assessments 

Insurance  companies,  for  premium  deposits  retained 

Insurance  companies,  shnnkage  in  value  of  securities  held  by 

Interest  deduction,  Act  of  1909 

Interest  on  taxes 

Inventory  loss  by  partnership  succeeding  corporation 

Liquidated  dama^  paid  for  cancellation  of  contract 

Marginal  trading  in  stocks,  loss  by  corporation 

Penalty  for  delinquency  or  fraud,  when  deductible 

Reserve  by  life  insurance  company  to  liquidate  coupons 

Reserve  funds,  additions  to 

Reserve  funds  to  redeem  preferred  stock 

Royalty  paid  to  majority  stockholders  for  use  of  patent 

Salary  voted  subsequent  to  close  of  taxable  year 

Taxes  paid  by  bank  for  stockholder 

Taxes  paid  by  Oregon  banks,  etc.,  on  value  of  their  stock, 

deductibility 

Taxes  paid  for  another  corporation 

Taxes  past  due,  interest  on 

Deductions:  individuals — 
Amortization — 

Constructing  phrase  *'at  any  time  within  3  years  after  the 
termination  of  the  present  war  " 

Government  contracts,  income  derived  in  part  from 

Invested  capital,  effect  of  amortization  allowances  de- 
ducted under  munitions  manufacturers  tax  law 

Machinery  for  production  of  sugar 

Penalty  for  excessive 


21 

•    375 

14 

772 

418 

697 
464 
228 
202 

515 
229 
362 
438 
660 
469 

201 
164,165 

754 
661 
744 
841 
361 
695 
471 
188 
660 
551 
96 
816 
537 
835 
534 
302 

99 
550 

745 


646 
597 

452 
464 
692 
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112 
112 
110 
69 
77 
156 


40 
58 
34 
85 

77 

184 
150 
149 
153 

150 
152 
149 
150 
151 
22 

149 
152 

78 

80 
153 

84 
149 
163 
101 
148 
151 
162 
153 
153 
150 
151 

72 
153 

152 
151 
163 


92 

184 

195 
150 
164 
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Deductions :  individuals — Continued . 
Bad  debts— 

Compromise,  amount  deductible 

Debt  exchanged  for  assets  and  liabilities,  deductibility. . . 

Guarantor  mying  interest  of  insolvent  principal 

Bonuses.    (iSe^^onuses.) 
Business  expenses— 

Admission  to  practice  law,  exi>ense8  incident  to 

Advertising  and  sales  promotion  expenses,  Government 
contract 

Amounts  paid  for  cancellation  of  lease 

Automobile  used  by  draft  board  member,  wear  and  tear  of. 

Clerk  hire,  Member  of  Congress 

Contingent  liability  set  up  1  year,  deductible  another 

Crop  insurance  premium 

Damages,  liqiudated,  canceling  contract,  when  deductible. 

Damages  under  infringement  suit,  when  deductible 

Dues  paid  to  labor  umon 

Fees  paid  by  members  boiud  of  trade  or  chamber  of  com- 
merce  * 

Fees,  receivers  and  attorneys,  when  deductible 

Insolvent  principal,  interest  paid  by  guarantor 

^             Insurance,  life,  creditor  paying  premium  on  policy  of 
debtor 

Insurance,  life  policy  as  security  for  losses 

Interest  on  taxes 

Partner  turning  over  to  partnership  salary  from  city 

Patent  infringement,  award  for  damages 

Penalty  for  delinquency  or  fraud,  deductibility 

Real  estate  bought  for  profit,  expense  of  holding 

Reserves  to  cover  losses  due  to  climatic  conditions 

Stock  exchange  seats  purchased  by  partnership 

Taxes  paid  by  vendee  on  profits  accruing  to  vendor 

Transportation  paid  by  employee  to  and  from  employment. 
Charitable  contributions — 

Board  of  education  incorporated  by  State  law 

Community  Service  (Inc.) ' 

Corporations  to  provide  relief  for  earthquake  sufferers 

Cost  of  an  article  to  be  given  to  charity 

Council  of  National  Defense 

Family  cemetery  corporation 

Gift  to  corporation  erecting  memoriids 

Gift  to  public  school  for  auiletic  purposes 

Gift,  value  of,  when  other  than  money 

Income  of  estate  set  aside  for  charitable  corporation  prior 
to  organization 

Industrial  plant,  fund  to  induce  location 

Liberty  bond  coupons,  gift  of,  when  interest  deductible. . . 

Life  insurance  premiums,  beneficiary  a  charitable  cor- 
poration  ' 

Muacal  organization  with  educational  program I 

National  Cry  Federation 

Park,  memorial  to  soldiers  and  sailors 

Partnership  contributions,  how  deducted : . 

Pew  rents,  asBessmcnts  and  dues 

Police  pension  fund 

Compensation  for  personal  services — 

Additional  conipensation  on  baas  results  achieved 

Excessive,  paid  by  corporation 

Nominal,  plus  percentage  of  profits  paid  by  corporations. 

ReasonablcneBS  of,  how  detennined 


564 
772 
763 


849 


Page 
No. 


85 
85 
77 


104 


721 

15 

727 

75 

673 

70 

583 

70 

260 

7S 

377 

69 

188 

148 

94 

76 

846 

71 

808 

71 

6 

76 

753 

77 

55 

69 

726 

70 

595 

163 

702 

70 

38 

42 

551 

162 

728 

76 

187 

69 

885 

104 

669 

39 

817 

69 

321 

96 

716 

98 

641 

97 

863 

100 

191 

96 

379 

96 

755 

98 

192 

96 

740 

98 

511 

117 

56 

95 

181 

66 

566 

97 

546 

97 

61 

96 

152 

96 

322 

96 

590 

97 

602 

97 

829 

73 

481 

71 

444 

71 

847 

74 

21B 


Deductions:  individuals — Continued. 

ObmpenBatioBi  for  peiBonai  service— Continued. 

Salaries  ;and  contingent  conipefneadfin  paid  ccspfltaliea 

officers  andfit^ployees « « ^ ... . 

Salwiefl  authorized  peiflr4o«xoeBB-]»nifits  law 

Salaries  of  corporation  officers  held  reasonable 

Sole  administrative  officer  of  corporation . 

Voted  su'bsequent  clcM  taacable  3^«eH 

Depletion — 

Assets  acquired  on  reorganization 

Capital  recoverable  through  dc^pletion  allowance  in  the 

case  of  owner ^  •. •. ^, . ., 

Deipletloii  deduction  for  number  of  .y«are  when  K^calties 

|uad  in  one  year , 1 • 

Mming  company,  cost  of  prQe|>ecting  and  dwralcpiiieut.... 
Timber,  ideteKBiiBation  deletion  aUownnce 

Depreciation — 

J^Kta  aoqidred  on  reorganization .« 

Brewers  and  difltillen. 

Deduction  from  paid  in  surplus. 

DistUlers  and  dealenin  iiquons , 

Equipment  discarded  and  salvaged 

Machinery,  extracxpdinary  depiveciaitioii.^ «, 

Methods  of  determining  value 

CHssoleecence  and  depreciation,  invention,  war  device 

Oheolescence,  account  prohibition  legislation 

'OiBolescence  of  a  builoing 

'Obsolescence  of^ood  ¥rill. . ...*.. ..*.. .. — - 

'Orchard,  productive  etage  ffeachnd 

Patent  assigned  te  corporatiaB,  InsteMHt  fetained   by 

Patents  or  copyrights,  iMsis^if  depreciation 

R^lacement  value  ot.propeity  specitlative  value 

Scqpe  of  tdepvecialion  as  <eipUaned  in  art.  163;,  B^.  45 

Steamships,  bulk  freight,  on  Great  I^akes^  obsnlesnence 

Viney aros,  depreciation  loUowing  prehibttion  i^gpahitiian . . 
Interest- 
Indebtedness  incurred  -to  putchase  labeaiy  bonds « . 

Interest  and  taxes  paid  by  co^poratiaB.^.^ . .  .«.,^ «« . 

Inierest  >on  indebtedness  incurred  to  purchase  Yinksxy 
loan  notes ^ ,^^ 

Accrued  :from  short  sales.  .«.• . 


Apartment,  subletting; , ^,,  — •  . 

Embezzlement,  loss  deductible  lor  what  year 

lj}mbezzlement,  part  recovered , 

I^ilure  of  corporation,  not  business  loss  o!  stockholder, 

'Guarantor,  sale  of  bonds. ...^,, « 

Insurance,  computation  of  loss  pmlly  covered  l)y^.^ 

Inventory,  abatement  claim  lor  loss  in 

Inventory,  bv  partnersldp , ., • 

Inventory,  cfaims  for  losses  in  1918,  items  embraced ., 

Inventory,  fiscal  year  ending  in  1918 ,.- , 

Inventory,  coods  ordered  in  1918  delivered  in  1919 * . 

Inventory,  loss  on  part,  gain  on  remaiDder 


Inwstment,  jproperty  or  securities,  loss  in. 

Liquor,  decline  in  inventory  value  of . . 

Merchandise  seized  by  Germany,  chaiging^ff... 

Orchards  and  vinej^ards  destroyed - . 

Partnership  operated  prior  year  as  coxpecatiou -.^ . 

Plant  for  manufaoture  of  beer  bottles,  obsdescence J| 


768 
898 

7«7 

S^ 

53 

«74 

^89 

•60 


Page 


855 

206 

.565 

89 

129 

193 

4^ 

S8 

639 

n 

£62 

90 

777 

26 

291 

83 

190 

8S 

704 

87 

884 

89 

52 

88 

779 

91 

506 

90 

524 

90 

640 

89 

778 

87 

S2» 

86 

40 

58 

50 

76 

.      S7 

76 

S58 

39 

59 

81 

279 

82 

273 

82 

703 

83 

490 

82 

*    462 

82 

194 

102 

300 

102 

323 

100 

193 

100 

251 

100 

402 

101 

.218 

81 

717, 765  , 

aoi,33 

771 

84 

690 

83 

«71 

101 

190 

38 

72 
73 
Tl 
73 
72 


206 

92 

92 
94 
94 


2SS 


DeductidnB:  indhddual — ContiBued. 
Losses — Continued. 

Bebates  on  ^Medtive^foods , .  ^ 

lUbotes,  when  deductible « .  •  ^^^^ ^, 

Bttidential  property,  sale  of^  when  losB-deduotible 

Ilo5«lty  inteze8t8.i>urchaaed  in  worthless  oil^laiid.. 

SalBiproperty  acquired  by^ft,  bequaat,  deviM/oPxleseent. 

Salva^ng opBompment,  compQtatioaof'loss-on. , 

SecuntieQi  sold  at  loss,  hGiter  repurchased  at  same  price 

Sfannkagein  securities  owned  oy  decedent 

8took  suTxendetedto  wipe  out  qpemtiiu^'defioit. 

Temporary  fluctuation  in  inventory  vSoie^. .... 

ViiteyardB,  .prohibitian,  -l<|gf]fll«lion ^ 

Taxes— 

Additional-iwiMHiiici  its  undsor  Act-1909 ^.. 

Cuban  suoar  tax  paid  by  domestic  cofpomtion ^ 

Federal  duties  and  excise  taxes 'included  in  cotft-ofmsr- 
cfaandise ^ ; 

Federal  estate  tax 

Final  year.prior  to' October  3, 1917,  deducttion  of  taXipaid. 

PKncmse  tax,  New  York 

Uli&ois  driiiiripn  mwiiWHiciiilM -.^.-^*. .  ..^.^.•. ^ 

Iowa  automobile itax ,^ _. 

MmritionB  tax,  method  of  computing . 

Mmiition'itaxes,  year  chai^eabie  to... 

New  York  State  tax  on  transfer  of  property  by  will,  etc. . . 

Paid  by  tenant  for  landlord ,.^ 

QJsx,  10  per  cent  undisttibuted  net  inedme,  -sec.  10(b), 
Eevenue  Act  1917 ., 

^Tenant  paying  local  benefit  lassessments ; 

Tntnsportation,  adtnissions,  and  dues 

Wisconsin  bonus-law  tax , 

Deductions ;  ^di  viduala;  ^notBllowed :  \ 

CapitcQ'expenditures,  expenses  incident -to  taking  bar^exami- 1 

nation. *... .r.^. . . . .  ,• 

Personaiand^family  expenses — 

Alimony,  trust  fund  in  lieu  qf .  .^ . . 

ftteiiage  agreement,  sums  paid  under ^ 

Premiums  on  buflineninsunnce — 

CoveringQivee  of  employees,  when  deductible ; 

Paid  by  partnership 

Paid  by  wife * 

IXefinitions:  ^ 

AsBociatdon  distinguished  from  trust^- 

BaneficiarLes,  control  vested  in,  under  trust  agreement.. . 

Iteeiganization  committee,  when  trust 

Trust,  when -not-an  association,.. 

Tntft,  when  taxed  as  association  under  1913  Act. 

Association,  joint  contiibutois  for  locating ^mines. .. 

Govemment  contract — 

Advertising  and  Hdes  promotion  expenses 

Amended  Government  contract 

tOdrector  General  of  Kailroad9i  contract  with 

^tered  intoj)rior  to  April  6, 1917 

Govemnsent  contract,  ond,  written , 

ttide  onlExecutive  order 

Subcontractor,  When  not  under  Govemment  contract 

Joint  ownership  and.  joint  adventure — 

Aft.  1507  applies  to  1917  and  1918  Acts 

Ce^porations,  participating  in  Joint  entesprioe — 

iBurtnership  status,  facts  determining  ........«■  .♦.  ■  ..••».•.«•'.•.. 


Page 
No. 


705 

614 

61 

691 

357 

639 

149 

.38S 

.378 

402: 

160, 

418 
686 

.216 
419, 875 
764 
687 
561 
715 
770 
713 
562 
689 

68 
669 
535 
714 


S49 

730 
607 

798 

422 

65 


763 
762 
361 
600 

414 

721 
557 
394 
791 
619 
889 
666 

790 
139 
820 


101 
101 
81 
83 
82 
83 
81 
120 
85 

aoi 

84 

77 

.77 

79 

60 
78 
75 
^ 
78 
.79 
-.78 
«0 
80 

77 
80 
-77 
78 


104 

103 
103 

54 
105 
104 


12 
12 
11 
11 
11 

15 
15 
14 
16 
14 
16 
15 

13 
13 
13 
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DefinitionB — Continued . 
Limited  partnerehip— 

Michigan  and  PennBylvania  limited  partnenhips,  art. 

1606,  Reg.  45,  amended 

MiflEdflsippi  limited  partnerahipe 

Ohio  limited  partnenahips 

.  Viiffinia  ^artnerehip  aasodations 

Peraonal  service  corporation.    (See  Personal  service  corpora- 
tion.) 

Delinquency  or  fraud,  penalty  for 

Delinquent  return  filed  and  total  tax  paid,  penalty  and  interest.... 
Depletion  (see  also  Deductions — depletion)—- 

Allowance,  capital  recoverable  through,  case  of  owner 

For  number  of  years  when  royalties  paid  in  1  year 

Dej>06it  of  United  States  bonds  as  security,  abatement  claim, 

Liberty  bond  coupons  to  be  detached 

Depreciation.    (See  Deductions:  depreciation.) 

Disclosure  of  return,  penalty  for 

Discount — 

Bonds  issued  at,  improperly  chaiged  to  profit  ahd  loss 

Cash,  on  purchases,  effect  on  inventories 

Distillers  and  dealers  in  liquors,  depreciation  intangibles 

Distilling  corporation,  restoration  to  surplus  amounts  previously 

chai^^  to  obsolescence : 

Distilling  or  brewing  business  holding  1918  earnings 

Distribution — 

By  subsidiary  to  parent  corporation,  when  taxable 

In  kind  of  partnerBhipassets,  how  returned 

In  liquidation.    (^See  JDividends.) 

Of  profits  in  securities,  investment  account 

Dividends — 

Allocation  of 

Capital  stock  increased  by  rdnvestment  of  cash  dividend 

Corporations  having  exempt  income 

Distribution,  meaning  of 

Foreign  corporations,  income  from  United  States 

In  excess  of  true  earnings,  later  rescinded 

Liquidation  distribution  in  installments 

Liquidation  distribution,  computation  of  profit  to  stockholder. . 
Liquidation  distribution  when  deceased  person  sole  stock- 
holder  

Liquidation,  when  subject  to  tax 

Not  formally  declared  at  time  received 

Paid  first  60  days,  1918,  presumption  as  to  source 

Paid  in  Liberty  bonds,  value  below  par 

Paid  in  promissory  notes 

Paid  in  stock  of  newly  (»ganized  trust  company  distributed 

as  di'vHdend  by  bank 

Received  bv  domestic  corporation  through  foreign  holding 

company  from  another  domestic  corporation 

Received  in  1917  by  domestic  corporation  from  foreign  cor- 
poration  

Sixty-day  provision,  sec.  201,  effect  of 

Stock,  credit  for  tax  paid  on 

Stock,  declared  from  surplus  created  by  capitalization  of  good 

will : 

Stock,  paid  first  60  days  of  year,  effect  on  invested  capital 

Stock  received  as,  profit  on  sale  of 

Subsidiary  paying  dividend  to  parent  corporation 

Voluntarily  repaid  to  corporation 

Received  year  after  paid,  when  taxable 


Ruling 
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601 
601 
840 
621 


ft«e 


243 
201 


12 
12 
13 
13 


551 

162 

588 

166 

53 

92 

674 

92 

336 

206 

451 

181 

166 

152 

610 

34 

445 

8S 

151 

195 

156 

123 

530 

29 

197 

114 

354 

31 

266 

21 

529 

20 

612 

62 

667 

22 

252, 706 

105 

502 

20 

635 

51 

141 

50 

877 

24 

878 

24 

579 

21 

395 

21 

469 

22 

883 

22 

22 
149 


520 

20 

9 

21 

789 

171,172 

368 

23 

7 

22 

634 

23 

442 

20 

398 

42 

140 

50 

I 
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Diyifidoii  among  partners,  income  from  particular  source 

Dominican  Republic,  exemption  of  interest  on  bonds 

Due  and  payable,  meaning  of 

Due  date,  meaning  of 

B. 

Earning  estimated  on  informal  monthly  approximation  basis. 

Educational  institution  expending  income  for  new  equipment 

Educational  military  institution,  incorporated 

Embezzlement,  loss  deductible  for  what  year 

Embezzlement,  part  recovered .- 

Employees'  bonus,  year  deductible 

Employee,  transportation  to  and  from  employment 

Employer  to  show  employee's  tax  withheld  under  State  law 

Engineer,  sewerage  commission,  taxabili^  of  compensation 

Estate  owning  claim  against  individual,  business,  or  Government 

oiganization,  taxable  income  upon  settlement 

Estates  and  trusts —  « 

Ancillary  executor  for  nonresident  alien,  return  of 

Bankruptcy,  return  by  trustee  and  individual 

Corporation  in  liquidation,  decedent  sole  stockholder 

Decedent's  estate  during  administration — 

Penonal-service  corporation,  deceased  stockholder 

Real  estate,  included  in  will 

Securities,  book  gains  and  losses,  return  of,  for  decedent. , 

Federal  estate  tax  as  deduction 

Fiduciary,  accumulated  income  of  trust  estate  taxable  to 

Interest  accrued  at  date  bondholder's  deaths  how  reported . . . 

Loss  on  sale  of  assets,  deduction  by  beneficiaries 

Pavment  by  executor  for,  from  personal  funds 

Safe  of  oil  prop^ties  by  trustees 

Securities  of,  profit  on  sale  by  trustee,  how  returned 

Taxed  to  beneficiaries — 

Distributive  shares,  distribution  of 

Exemption  of  $1,000,  when  allowed 

Method  of  reporting  when  no  fiduciary 

Trust  fund,  income  accrued  from  and  not  withdrawn 

Trust  providing  for  distribution  of  income. 

Taxed  to  fiduciaries — 

Estate,  period  of  administration,  income  not  paid  to  bene- 
ficiary  

Trust  fund,  income  payable  in  discretion  of  trustee 

Value  of  property  sold  by  trustees 

Which  can  not  be  treated  as  a  unit,  Reg.  45,  art.  847  added, 

•     retroactive  to  Jan.  1, 1917 

Trust,  distinguished  from  association 

Trust  fund  held  b^  city  for  charitable  purposes 

Trusts,  trustee  acting  for  several 

Estate  tax.  Federal,  deductibility 

Evasion  of  taxes,  advising  or  inducing 

Examples  of  constructive  receq>t 

Excess  profits  tax.    (See  War  profits  and  excess  profits  tax. ) 
Exchange — 

Bonds  for  stock ■. 

Common  for  preferred  Btock,  liquidation  dividend 

Farm  lands  with  market  value 

Old  bonds  for  new  bonds  same  company 

Old  bonds  for  new  issue 

Property  acquired  at  foreclosure  sale  for  stock 

Sluuree  of  stock,  same  company,  same  aggregate  par  value 


Ruling 

Page 

No. 

No. 

221 

114 

807 

57 

411 

197 

355 

121 

491 

200 

548 

140 

329 

140 

279 

82 

273 

82 

54 

74 

317 

69 

733 

174 

582 

64 

11 

24 

547 

136 

297 

117 

877 

24 

71 

120 

811 

120 

383 

120 

419 

80 

774 

119 

851 

118 

255 

121 

70 

117 

337 

36 

198 

117 

795 

122 

810 

119 

814 

134 

780 

121 

'    69 

121 

462 

118 

382 

118 

792 

27 

I78I,  796 

121, 123 

351 

11 

433 

62 

592 

118 

419, 875 

80 

108 

173 

54 

74 

267 

28 

598 

20a 

821 

28 

143 

28 

580 

28 

334 

193 

396 

30 

■  VV^W^     •«•     • 


Sxcise  tUBM — 

Ad<£tkmal  asBeasments  under  A>dt  1^09,  'dednotibaJifty 

Inchiied  by  wholesale  dealers  in  cost  merchandise ^. ...... 

Executor's  compensation  increased  by  bequest 

Exempt-association,  in  process  organization,  income  of  estate  pay- 
able to * 

-3xempt  corporations — 

Americaan  Legioo ,..* ^ 

BuikUiiig  and  loan  josocistioois,  wJbeR  sett  taadibie 

Cooperative  associations — 

Creameiy  company, •^ • 

^F^rxBt'growen*  union,  incoipQiated «^ 

Ignore  managed  by  university .- *.. 

To  market  product  of  xnemben. .... 

Mutuai  insurance  coMpimies  and  Isibe  twgMiazatiena — 

AflBOciatiiEm,  travelera\  .«««,«..«^«....^ 

Association,  miien  sot-qtialiiML 

Automobile  owners'  associatkn* 

Insurance  association,  casualty,  stipulated  c^  premiums. 

Inioirance  company,  mutual  liabiLay . 

Inigatiom  ditch  company  associaitDMs 

Mutual  health  and  ^cdkkiit  «8BMWtiMn 

Navigation  association * — 

Proof  €lf  exemption — 

<OoaK)ration,  character  of,  how  judged  ..«••..»«.  ^« ,.^  ,  .... ^ 

J^uoroad  corngMsy,  laamiAgs  ptod  ito  ohaiitable  instatutaan. 

'Ibeater  operated  b;^  trustees,  income  turned  <o^er  to  city,. 
Rel^raouB,  charitable,  scieiKtific,  aad  ed^oatiooal  cetporalioiBs — 

C)osAmunaty  Service  ([iacX  es^aapitioii-Qf « «... 

Ocirporation  for  erecting  waMttUBuBaasts  and  libs  aaemoEMda., . 

Jiducational  institution  expending  ificone  Isr  new  biiild- 
ings,  etc. «„.....^ .... 

^Eiducational  institutaoii,  SBcoi3M)cated.. ..-. .«..,«... . . 

Musical  association  not  organized  for  profit — 

!N'ot  exempt  if  stockholders  m»^  beaefii . 

J^wraery,  incorporated * . 

Social  ctubs — 

<lub  formed  for  mac^tz^g  place  ^er  membeEs,  «tc.««* 

Ofiwntry  club ,.,,.«. *..*,^**.-.. 

Political  club --* 

Exemption — 

Corporations.     {See  Credits:  corporations.) 

DividetBds  from  ioreiga  coiperatioai  with  income  Isom  ITmted 

States  sources ««.«.•...««  .«.^..«-.«.««^ 

Fiduciary,  $1,060 ^ 

Ixidividnalfi.     {See  Credits:  individuals.) 
Extension '«f  time  by  collectors.    {See  KetuiaiB.) 


Ruling 
No. 


Failure  of  corporation,  not  business  qperatsng  loss  "of  gtocVbnilideT.^  .^ 

JFIair  market  value,  definition  of — 

Farmers,  books  accrual  basis,  inventoiy, ^. . . 

Farmers^  use  of  1040  r : 

F^rm  price  anethod  of  taking  inventories. 

Pederal  reserve  agents  and  assistants,  taxability  ocf  comf)e»naa t ion ^  . 

Federal  Heserve  bank,  stock  held  by  member  banks..... .•... 

Fees  paid  fat  professional  ser\'ices,  return  of  aukmaatian ...^ 

Fees,  recednvrs  and  attorneys « .«*.....•.•. 

Fiduciaiy,  accumulated  income  of  trust  estate  taxable  to. « . 

FUduciaiy  returns.     {See  Returas:  £duciBa:y..) 

First  60  days,  literal  construction 
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vao 

611 

ssu 

'VtfK 

499 

«4 

S& 
«2 

S3 
437 
^94 

m 

328 
75& 
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22» 
§13 


252 


77 
71 
41 

117 

141 

144 
144 
144 

14S 

143 

142 
143 
142 
143 
143 
143 
141 

139 
139 
139 

98 

98 

140 
140 
97 
141 
140 

142 
141 
142 


105 
119 


70S 

83 

494 

Si 

268 

37 

476 

45 

£68 

32 

27 

43 

118 

189 

^OD 

174 

6 

75 

774 

119 

8 

21 

Page 
No. 


Fiscal  year: 

Act  of  1917^  (affecting  partnerahip 

Alienwriviiip  in  United  fitates 

Chaiqgfe  to  calendar  year  basis — , 

CorpfflOtion,  no  Government  iaeomib^tier  Jan.  1, 1919 

CorpjOBHtion  organized  191& ^. .  *  ^ , 

Ending  in  1917  prior  to  Get.  3,  d^uction  of  tax 

Excees-profits  tax  .paid  by  .partnenhip  on  income  received  in 
1918,  claim  for  refund ,, 

Invested  capital,  construction,  determined  under  210, 1917  Act. 

Pactiiership,  ending  in  1916 ^ 

Pei«mal  service  corporation,  change  in  laccountiog  period 

Five-year  limitation,  when  applicable ., . 

Floods,  'MBt  loss  caused  by ^ ^ 

Flying  instructor,  civilian  taxability  of  compensation 

Foreign  SDOdtbassadore,  ministers,  and  subordinates,  taxability  of 

income«af  wives ^ - 

Foreign  bonk  with  branch  in  United  States,  nithholdiiig 

Foreign  corporations.    (S^  I>edUT;tiaaB.) 

CommiBsions  assigned  to,  by  United  States  citizen 

Dividends  under  1917  Act 

Incomod  from  mail-order  bu8ineBB.in  United  States 

Method  of  computing  tax  installments 

Profits  on  ^e  of  goods  in  United  States  by  domestic  coipora- 
tion ^ 


Stock  owned  by  domestic  corporation,  invested- capital. 
Wi^  business  in  United  States  and  Porto  Kico 


-Foreign  country,  taxability  of  income  of  delegate  of ^ , 

Foreign  exchange — 

Conversion  of,  in  case  of  traders  and  manufacturers 

Rate-applicable ..- ^ ^ -.. 

JPbreigu  ^vernment,  income  of  American  citizen  from 

Foreign. income  taxes  oniacome  irom  United- 8tate»soiiree8 

Foreign  items  collected,  pi^yee  held  to  be  owner 

Foreign  partnerships,  income. from  United  States 

Fbreignraecarities,  interest  on,  collected  for  nonreeident4dieiiB.and 

credited  to  their  accounts,  identity  of  items. 

Foreign  taxes  imposed  on  basis  dividends  declared ..^ , 

-Foreign  taxes  paid  by  foreign  corporation  affiliated  with  domestic 

•'corporation,  credit  for 

OF'oreign'tas:  on  dividends  of  foreign  corporation,  withheld  in  lump 

sum,  infonnation in  lieuitax  receipt *.,,... ^.. ,. 

'Poreignstnvde,  definition  of 

Former  Tceident  United  States  not  filing  return,  procedure. 

Formula^paid  in  for  stock,  limitations 

Franchise  tax,  N=ew  York 

'Fraudulent returns  by  withholding  agents,  penalties  for 

Freighttforwarding  business 

'Fruit  growers*  union,  incorporated -  - . 

'Future  profits,  assignment  of 


Gain  oriloss — 

From  exchange — 

Bonds  exchanged  for-steck ^ 

Distribution  by  subsidiary  toiparsntcorpsvation 

Form  lands , 

Insolvent . corporation '&  bondsifor  st«6kof  new-  csQ>oi»tton. 

Old  bonds  for  new  issue -- 

Old  bonda  for rnew issue,  ^uue-.conipapy 

Stock  of.  same  compaqy,  same  aggrfgatepar  vabBs.  ^ 


7€0 
-^853 
19 
013 
8 
764 

310 

.295 
638 
«§0 
2^ 

€81 
188 

248 
€05 

163 
520 
549 
735 

-  708 
576 
668 
315 

682. 
805,«73 
32 
593 
•694 
586 

.485 
230 

407 
591 
516 
776 
687 
758 
622 
89 
505 


267 

530 

821 

•696. 

580 

143 

396 


206 

136 

40 

183 

19 

78 

206 
203 
116 
116 
167 
34 
65 

61 
155 

148 

20 

148 

203 

148 

189 

182 

61 

36 

37 

41 

31 

176 

113 

125 
156 

160 

132 
111 
161 
199 

76 
164 

17 
144 

53 


154 
29 
28 
29 
28 
28 
30 
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Gain  or  lose — Continued. 
From  sale — 

Assets,  intangible,  method  of  determining  value 

Bonds  purchased  at  premium  or  discount 

Bonds,  sale  of,  acquired  on  consolidation  of  banks 

By  trustees  of  property  acquired  by  gift  or  bequest 

Estate  owning  claim  against* individual,  business  or  Grov- 

emment  organization,  when  income 

Homestead,  acquired  by  gift 

Homestead,  sale  of ^ 

Inventory,  manufactured  goods  on  hand,  number  of  years 

Inventory,  property  acquired  prior  to  Mar.  1,  1913 

Market  value,  determination  of 

Securities  distributed  by  partnership 

Securities,  held  in  trust 

Short  eaXea  of  stock 

Stock  acquired  by  gift,  appraisal  by  court  appraisers 

Stock-market  quotations  instead  of  book  vafuee 

Stock  or  secunties,  sec.  202(b),  Act  of  1918:  construction 

of  "or" 

Stock,  sale  oi  owned  prior  to  Mar.  1,  1913 

Value  as  of  M:ar.  1,  1913,  how  established 

Gift^ 

Actual  and  colorable  gift  distinguished 

Liberty  bond  coupons  to  exempt  institution 

To  corporation  erecting  ijdemonals 

To  public  school  for  athletic  purposes 

Value  when  other  than  money 

Gifts  and  bequests.    {See  Deductions  and  Gross  income.) 
Good  will — 

By  expenditure  of  laii^e  sums  in  advertising 

Created  to  offset  impaired  capital 

Dividend  based  on  surplus  representing  capitalization  of 

Effect  of  sale  of  stock  in  determining  value  of 

Obsolescence  of,  when  allowed 

Stock  bonus  as  evidence  of 

Trade-marks,  etc.,  depreciation  of 

Government  contract — 

Determination  of  income  from 

Invested  capital  in  taxable  year 

Made  on  Executive  order •. 

Oral  or  written,  sales  goods  and  services,  open-market  price3.. 

**  Per  unit"  basis 

With  affiliated  corporation,  income  from 

Greece,  subjects  of 

Gross  income:  corporations — 

Bondsj  sale  of,  purchased  at  premium  or  discount 

Commissions  assigned   to   foreign   corporations   by   United 

States  citizen 

Corporation  owning  interest  in  foreign  partnership 

Dividends  to  policyholders  by  insurance  company 

Funds  held  in  escrow,  when  income  to  corporation 

Insurance  i)olicie6,  proceeds  paid  to  corporation  in  install- 
ments  .• 

Interest  fimds  used  temporarily  for  construction  purposes 

Investment  of  corporations,  in  liouidation 

Liberty  bonds,  interest  received  oy  bank 

Profits  foreign  corporation  mail-order  business  in  United 

States 

Profits  forei^  corporation  on  sale  of  goods  in  United  States 

by  domestic  corporation 

Sale  of  assets  by  coiporation,  income  from 


Pa«e 
No. 


777 
887 
803 
792 

11 
712 
470 

10 
245 
656 
354 
198 
558 
637 
764 

623 

493 

12 

290 
181 
755 
192 
740 


679 
121 
368 
22 
884 
554 
545 

597 
695 
889 
519 
599 
799 
510, 567 

887 

163 
405 
514 
523 

92 

•       425 

406 

331 

549 

708 
386 


26 

147 

26 

27 

24 
27 
25 
24 
25 
44 
31 
117 
39 
26 
26 

30 
25 
25 

55 

56 
98 
96 
98 


196 
194 
23 
45 
89 
198 
89 

184 

184 

16 

14 

203 

161 

107,108 

147 

148 

146 

147 

50 

145 
146 
147 
145 

148 

148 
145 


225 


GioflB  income:  corporationa — Continued. 

Stock  stirrendered  by  stockholders  to  vendee  corporation. . . . . 
Telephone   companies,    income   while    imder   (jov^mment 

control 

Telephone  companies,  return  for  taxable  year  including  period 

under  Government  control 

Gross  income:  individuals:  exclusions — 
Compensation  of  soldiers  and  sailors — 

Army  field  clerks  and  reconstruction  aides 

Army  Transport  Service,  employees  of 

Attach^j  naval,  funds  received  for  entertaining 

Civilian  m  American  Expeditionary  Forces 

Emplo^rees,  Commission  on  Training  Camp  Activities 

Flymg  instructor,  civilian 

Merclumt-marine  sea-training  bureau 

Military  exemption  of  $3,500 r 

National  Guard  officer  on  detail 

Naval  Reservists,  retainer  pay 

Partner  in  military  service,  compensation  turned  over  to 
partnership 

Personal  and  military  exemption 

Compensation  of  State  officers — 

County  surveyor 

Court  appointees 

Engineer,  sewerage  commission 

Jurors'  fees  and  pensions  from  State 

Nonresident  alien,  State  officer  or  employee 

Partner  turning  over  to  firm  salarv  from  city 

School  positions  created,  salaries  from  endowment  fund . . . 

State  officers  and  employees 

State  witnesses,  fees  of 

Teachers,  institution  maintained  by  State 

Virginia  debt  commission,  members 

Gifts  and  bequests — 

Actual  gift  and  colorable  gift,  distinguished 

Bonus  by  State  to  soldiers  and  sailors 

Income  of  forei^  Governments — 

Compensation,  services  r^idered  foreign  legation 

Fore^  ambassadors,  ministers,  etc.,  mcome  of  wives  of.. 

Foreign  country,  income  of  delegate  of . . .  w 

Interest  credited  to  foreign  bank,  partially  owned  by 
foreign  Governments 

Representatives  of  foreign  Governments 

Income  of  States — 

Charity  fund  held  by  city,  income  from 

Municipal  ownership  of  water,  light,  power,  and  heat 
company 

Railroad  owned  b}r  township  and  county,  leased 

Insurance,  continuous  installment  bond  contract 

Interest  upon  State  obligations — 

Bonds  secured  by  particular  property , 

Certificates  of  sale,  county 

Minnesota  fire  relief  certificates 

Interest  upon  United  States  obligations — 

Admissible  assets,  computation  of,   part  paid  Liberty 
bonds 

Affiliated  corporations,  Liberty  bond  exemption 

Corporation,   successor   to    partnership    "original    sub- 
scriber"  

Exemption  of  $5,000 

Exemption  when  changes  in  holdings 


Page 
No. 


676 
404 
449 


827 

859 

48 

41 

39 

183 

613 

625, 686 

828 

860 

182 
184 

45 
459,685 
682 
826 
497 
702 
845 
179 
338 
214 
460 

290 
533 

339 
248 
315 

844 
624 

433 

612 
434 
825 

843 

611 

42 


40 
171 

373 

401 

43 


147 
145 
146 


66 
67 
54 
65 
65 
65 
66 
66 
66 
67 

65 
65 

63 
63,64 
64 
64 
64 
70 
64 
63 
42 
63 
63 

55 

55 

61 
61 
61 

62 

62 

62 

62 
62 
55 

56 
56 
56 


58 
60 

57 
60 
58 


181203^—20 ^15 
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No. 


No. 


Gross  income:  individuals:  exclusions — GonUniied. 

Intcrort  upon  United  fitatoa  obUgatiDBi    Contiowd. 

Gift  of  Liberty  Iwnd  coiqmhmi  to  eK^mpt  institutkagL 

Iiiherited  Liberty  bonds 

Interest  paid  to  bank,  loaan  to  purebaoB  liber^  bond*..,.. 

Liberty  bonds  sold  by  firm  to  partner • 

Original  subscriber,  when  banx  is  not..^. 

Philippine  Government  certificatee  ol  rndtrlrtiTdnmn  . 

PostoKico  bonds 

lUdlroads,  interest  on   certifiimtes  ol  indebtednflv  of 

Director  General  ol. ...... , 

S«nto  Domingo  bonds.  ^...^ 

Victory  notee,  interest  esxcBiptkai  upon  eoavnaion 

War  Finance  Corporation  bonds ^^ 

Ww  Finance  Corporation  basnda,  effect  «ai  admiwrible 


Life  insurance  premiums  paid  by  employer. 


Religions  orders,  income,  members 
Gross  income:  indhnduala:  indiwfini^*- 

Annuity  as  gift,  income  from 

Award  by  board  of  arbitration  for  past  aervioea 

Building  and  loan  association,  profits 

Cash  di^  unts 

ConmuHiona  advanced  advertising  solicitor 

Oomponsatian-— 

Board  and  lodging  seamen 

Carnegie  Foundation  retiring  aUowance  to  teachen 

Earned  in  1909,  received  in  1919 

Ebrecutor's  compwiaatiim  incroaaad  by  hequeast 

Federal  Reserve  agents  and  assistants 

For  previous  years  received  in  lump  sum 

Hawaii,  compensation  of  teachare  in.  ....«>«... ^. . 

Receiver,  trustee,  or  similar  fiduciary 

Spruce  division,  wages  to  x>erBona  in  military  8ervice«.^«.« 

Stock  in  untried  invention 

Withheld  account  of  contested  election^  lattf  paid. 

Conditional  sale  of  property,  funds  in  escrow ..,.,. 

Consigninent  sales,  prc^t 

Contracts,  excess  payments  received « 

Contract  to  bqU  real  estate 

Damages,  libel  suit. ». 

Dividend  received  in  1917  by  domestic  corporation  as  Bto(^« 

holder  in  forei^  corpora,tion 

Dividends  paid  in  one  year,  received  following  year .... 

Dividends  paid  in  promissory  notes... 

Foreign  govamment,  income  ol  American  citiziui  ixom 

Futitfe  {Mtrtnership  profits,  assignment  of 

Income  from  personal  sarvice  Gorpoiation  when  cbange  in  ac- 
counting pedod ...^....•... 

Insurance  policy  sold,  proceeds  taxable 

Interest  received  by  bank,  loan  to  purchase  Liberty  bonds. . . 

Inventories,  fanner,  no  record  cost  of  production 

In volnn taxy  sale,  profits .•••....« 

Landlord  income,  local  benefit  assessment  paid  by  tenant. 

Liquidation  distribution,  computation  ol  profit. 

Liquidation,  distribution  in  installments 

Patent  infringement,  damages  awarded  for « 

Profit-sharii^ fund  for empToyeeSyincaasie from.... 

Purchase  pnce  in  escrow 

Red  Cross,  amount  received  from,  in  excess  of  living  Axpenses. 
Repayment  of  dividend  legally  deckcvd  and  paid.... 


181 

56 

752 

60 

331 

145 

672 

61 

271 

10 

A& 

56 

mi 

57 

3M 

57 

807 

57 

272 

60   • 

374 

67 

in 

189 

798 

54 

180 

54 

2B9 

49 

7» 

52 

842 

53 

6id 

34 

SI 

41 

475 

44 

670 

44 

8&8 

52 

708 

44 

27 

43 

683 

51 

2i 

41 

178 

43 

376 

65 

656 

44 

824 

52 

523 

50 

25 

41 

20 

41 

751 

52 

21 

40 

520 

20 

140 

50 

883 

22 

32 

41 

505 

53 

850 

116 

701 

49 

28 

41 

268 

37 

581 

43 

680 

80 

141 

50 

635 

61 

38 

42 

786 

43 

725 

52 

28 

40 

308 

42 
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GroBB  iftcome:  individtialB:  inclusions— X)eiitiiiiied. 
Replacement  fund  for  loeses — 

Interest  on  fund  derived  from  issnmice : 

Beplacesnent  in  ksnd,  QavenuaeDt  letmiiig  dil^emit 

propCTty  Iwm  J&aA  tnlmn « 

fieplacement  in  kind,  laxger  vessel,  same  fsaenJ  type 

Replacement  in  kind,  tii^and  b«VM. 

Sale  «|  good  will,  effect  of  sale  of  stock  in  determining  mine. .« • 
Sale  of  personal  property  on  inatallment  plan^ 

Oosaputation  of  ptont 

OoBiputation  of  piofit  b^  avemge  peroentage 

Tut  cash,  balance  semiannual  inrtalhaimtft 

Tiayment  secured  by  notes 

Procedure,  changmg  method  of  leportiBg  income 

Whom  afpplied  to 

Sale  of  real  estate-— 

Cash  part  payment,  mortgage  for  balance.... 

In  lots,  pner  to  oec&ipiletiob  el  devriopaieoi 

Part  payment  made  in  previous  year 

Payment  by  i^oteB  having  no  discount  value 

Taxes  paid  by  -vendee  on  piwte  accnuBg  to  vendor 

Wanaats,  noninterest  bearing,  issued  oy  subdivision  of  a 

Sttia,  taxability  of  discount  on  purchaae  oL 

War-savings  stamps;  profit  on  sale  of 

Oroes  Income:  individuals:  nonresident  iJiene: 
Exclmiond — 

Income  fnnn  obligations  of  foKagn.  govemmeiit  nnder- 

writtenby  United  States  buk 

Income  from  tax-free  bonds  of  nonresident  domestic  oo^ 

poiations 

Interast  on  obligatdons  ol  ioreipi  govenuaenti — 

Seamen  in  foreign  trade,  occasional  coastwise  voyage — .. 
Indurions — 

Income  from  stocks  and  bonds  of  domeetiQ  ooipacatioBa 

held  by  domestic  trust  company 

Interest  on  foreign  bonds  payable  in  United  States 

Sales  in  United  States  by  alien  during  limited  period 

Sales  in  United  States,  mail-order  businesB 

Guarantor  paying  intdrest  on  insolvent  princ]p)»l 

Guarantor,  sale  m  bonds * • «•,••••••«••. 

Hawaii,  compensation  of  teacben  ia. - 

Homestead,  sale  of 

Homestead,  sale  of,  entry  prior  liar.  1, 1913 

Hypotheticml  questions 

I. 

Illinois  dndnage  asBessmentB 

Tmpositian  of  tax.    {See  War  profits  and  Excess  profits  tax.) 
InaidmiiBible  assets.    {See  Invested  capital.) 
Income  (Me  obo  Groes  income  and  Net  income) — 

Compared  with  invested  capital  abnormally  increased  by  sale 
of  capital  assets 

Compared  witii  invested  capital,  abnormally  lai]ge,  aasessment 
of  tax - 

From  particnlar  source 

Husbttid  and  wife,  how  reported 

Taxes,  additional  assessment  tinder  Acts  1^18  and  19i6 

'^Individual  beneficiary  **  inducke  partnerBhip 


Ruling 
No. 


Page 

No. 


mi 

443 

504 

» 

85 

87 

H2 

212 
9% 


7S4 
999 
671 
S14 
669 

416 
83 


16 


ma. 


464 

441 
221 
528, 815 
418 
270 


194 

50 
49 
50 
45 

45 
46 

48 
46 
46 

48 

49 
48 
51 
48 
89 

42 
41 


68 


476 

68 

47, 

68 

424 

125 

340 

67 

417 

67 

M3 

67 

549 

148 

753 

77 

420 

82 

24 

41 

712 

27 

470 

25 

456 

207 

80 


201 

201 

114 

133,134 

77 
54 
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Page 


Individual  returns.    (See  Retuma,  individual.) 
Information  at  source — 

Ownership  certificatefl  for  foreign  items — 

Foreign  items  collected^  payee  held  to  be  owner 

Nonresident  alien  owner  l>onds  of  corporation  doing  no 

business  in  United  States 

Return  of  information  as  to  payments  of  $1,000— 

Affiliated  corporations 

Amounts  creoited  and  mkde  avidlable 

Fees  paid  for  professional  services 

■  Municipal  ^vemment,  department  of « 

Penalty,  failure  to  file  return 

Rental  paid  in  crop  shares 

Return  of  information  as  to  payments  to  employees,  employer 

to  show  employee's  tax  withheld  under  State  kw 

Return  of  information  as  to  payments  to  nonresident  aliens — 

Disclosure  actual  ownership  of  stock 

Interest  on  bank  deposits  paid  to  nonresident  alien  part- 
nership  

Infringement  suit,  damages  under • 

Insolvent  corporation's  bonds  exchanged  for  new  corporation's 
stock 


Inspection  of  returns  by  State  imposing  income  tax 

Installment  sales — 

Basis  of  reporting  profits,  surplus  adjustment 

Computation  of  profit 

Computation  of  profit  by  average  percentage 

Payment  part  cash,  balance  semiannual  installments 

Payment  secured  by  notes 

Personal  property,  corporate  stock,  etc 

Procedure,  cnanging  method  of  reporting  income 

Installments  oi  tax — 

Deficiency  in  first,  interest  on 

First  underestimated,  interest  on 

Insurance^ 

Association,  casualty,  stipulated  cash  premiums 

Cash  surrender  value  where  policy  is  terminated  and  paid . . . : 

Casualty  company,  reserve 

Computation  of  loss  partly  covered  by 

Creditor  paying  premium  on  life  policy  on  debtor 

Life,  amounts  received  under  installment  bond  contract 

Life,  dividends  paid  or  credited  to  policyholders 

Life,  premiums  paid  by  employer 

Life,  reserve  by  company  to  liquidate  coupons  left  with  com- 
pany  , 

Mutual  fire  and  casualty  companies,  deduction  for  premium 
deposits  retained : . . 

Mutual  liability  company,  taxable  status 

Payments  made  to  first  beneficiary 

Policies,  cash  surrender  value  of,  on  oflftcers 

Policies,  proceeds  paid  to  corporation  in  installments 

Policy  sold,  proceeds  taxable 

Premium  on  crop  insurance 

Premiums,  beneficiary  a  charitable  corporation 

Premiimis  paid  by  partnership 

Premiums  paid  by  wife 

Shrinkage  in  value  seciirities  held  by  company 

Intangibles — 

Depreciation,  brewers  and  distillers 

Depreciation,  scope  of 

Methods  of  determining  value 

Money  spent  on  development  of,  by  defunct  corporation 


694 

653 

868 
818 
800 
869 
489 
172 

733 

263 

110 
94 

698 
112 

131 

35 

37 

542 

212 

806 

36,313 

106 
232 

83 
309 
202 
482 

55 
825 
514 
793 

96 


176 

175 

174 
174 
174 
174 
174 
175 


174 

175 

175 
75 

29 
181 

195 

45 
46 
48 
46 
48 
46 

162 
162 

142 

198 
153 
82 
69 
55 
47 
54 

153 


744 

153 

437 

143 

778 

54 

209 

198 

92 

145 

701 

49 

377 

69 

566 

97 

422 

105 

65 

104 

341 

84 

565 

89 

640 

89 

777 

26 

206 

196 
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Interest — 

Accrued  to  decedent,  how  reported 

Charges,  intercompany,   domestic  corporation  with  foreign 
subsiaiaries 

Credited  to  forei^  bank,  partially  owned  by  foreign  govern- 
ment  

Deduction.  Act  of  1909 

Disillowea  bs  deduction,  effect  on  invested  capital 

Fractional  part  of  month,  collection  of 

Of  insolvent  principal  paid  by  guarantor 

On  additional  assessments  account  of  d^inquency 

On  bonds  of  city  secured  by  particular  property 

On  funds  iised  temporarily  for  construction  purposes  charged 
to  capital  account. 

On  Liberty  loan  bonds.    (See  Liberty  bonds.) 

On  tax,  deductibility 

On  tax  on  amended  return 

Paid  by  corporation,  construction  plant 

Inventories — 

Abatement  claim  for  loss  in ^ 

Average  cost  basis 

Average  market  price 

Base  stock  method 

Claims  for  losses  in  1918,  items  embraced 

"C.  O.  D. "  and  **  Will  call "  sales,  when  included 

Dealer  in  securities ^. 

Discounts,  cash  on  purchases  carried  in  discount  account 

Estimated 

Farm  price  method 

Goods  acquired  prior  to  Mar.  1,  1913 

Goods  manufectured  prior  to  Mar.  1, 1913 

Liquor 

Loss,  abatement  claim  filed,  basis  computation  second  instal- 
ment tax 

Loss,  abatement  claim  not  to  embrace  anticipated  profits 

Loss,  fiscal  year  ending  in  1918 

Loss,  goods  ordered  in  1918,  delivered  in  1919 

Loss  on  part,  gain  on  remainder 

Loss,  partnership  succeeding  corporation 

Loss.    (See  Deductions.) 

Materials  for  Government  contract 

Method  of  pricing,  permission  to  change i 

Stock,  short  sales,  losses . . 

Tobacco  industry 

Where  actual  cost  of  production  unascertainable 

Invested  capital- 
Affiliated  corporations,  stock  of  subsidiary  acquired  for  cash, 
T.  D.  2662  amended 

Bonds  exchanged  for  stock  under  convertible  trust  deed 

Commissions  paid  for  sale  of  capital  stock 

Corporation  reorganizing  and  issuing  new  stock  in  exchange 
for  old 

Creditors  purchasing  assets  at  receiver's  sale,  transferring  to 
new  corporation 

Eaminfis  estimated  on  informal  monthly  approximation  basis 

Intangiole  property  paid  in — 

Bonus  stock  as  evidence  of  eood  will 

Formulas  paid  In  for  stock,  lim'tations -. 

.    No  par  value  stock,  limitation  of  intangibles  paid  in  for 

Officers'  compensation,  on  percentage  of  gross  sales 

Patent  used  nree  by  corporation  not  invested  capital 


Pag© 
No. 


844 
361 
838 
426 
753 
836 
843 

425 

595, 746 
678 
50 

194 

457 

269 

631 

323 

36 

14 

610 

211 

668 

245 

10 

766 

275 
64 
193 
251 
402 
471 

721 
804 
658 
680 
268 


618 
677 
391 

365 

38» 
491 

554 
776 
644 
554 
665 


118 
160 

62 

149 
192 
162 

77 
163 

66 

146 

163 

166 

76 

102 
32 
32 
32 

100 
46 
34 
34 
37 
32 
26 
24 
83 

102 
101 
100 
100 
101 
101 

15 
83 
39 
33 
37 


200 
191 
190 

190 

190 
200 

198 
199 
198 
198 
199 
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Ruling 
No. 


No. 


Invested  capital — Continued. 

Intezest  disallowed  as  a  deduction ••.,., — , 

Interest  on  company  ^0  funds  uaed  lor  conrtruetion  pui^poaos 

changed  to  capital 

MeigerpriortoMar.3, 1017,  fionuEaltiaiiBfersubBequeiit. 

Noimal,  profit^abnormal,  assessment  of  tax  when 

Real  estate  paid  for  with  stock , 

Reduction  of  capital  bv  ezchaage  stock,  oSect  on  inouBe.  .*. 
Reserve  for  income  ana  excess  profits  taxes — 

Additional  assessments,  taxes,  liability  for  whttt  year 

Adjustment  of  capital  wh^  claim  for  detenninafcf on  pend- 
ing  • 

Reduction  of  invested  osjiital  as  of  date  tax  due  and  pay- 
able..  

Taxes  included  in  invested  capital,  when 

Stock  distributed  to  employees  in  payment  for  services 

Stock  dividend 

Stocks  bought  by  partners  to  aid  pcurtnenhip 

Stock  sold  to  employees  on  installment  basis .* 

Suiplus  and  undivided  profits — 

Appreciation  in  value  of  property,  relation  to  invested 

capital , 

Difltulii^  corporation,  restoration  to  surplus  amounts  pre- 

-viouslv  chaiged  to  obsolescence 

Good  will,  by  expenditure  of  Xzx^  sums  in  advertising . 

Good  will  created  to  offset  impaired  capital 

Installment  sales  baaifl  of  "teporting  pronts,  suzplus  adjust- 
ment  

Insurance  policies,  cash  surrender  value  where  policy  is 

terminated  and  paid 

Insurance  policies,  on  officers,  cash  suixender  value  of 

Intangibles,  money  spent  on  development  of,  by  defunct 

corposation 

Munitions   manu^icturers   tax,    amortization    deducted 

under 

Paid  in  surplus,  replacement  fund,  derived  from  insurance. 
Patents,  capital  stock  paid  for  not  subject  to  20  per  cent 

limitation 

Piatent,  value  of,  when  included  in  invested  capital 

Salaries  paid  during  prewar  period,  adjustment  oL 

StockhcMders'  trustee  account,  relation  to  invested  capital.. 

Stock  of  foreign  corporation,  when  admissible 

Unearned  interest  or  discount  not  reported  as  taxable 

income 

Tangible  property,  contract  involving  rights  in. 

Tangible  property  paid  in — 

Capital  stock  changed,  20  per  cent  limitation 

Consolidated  invested  capital,  corporation  acquiring  stock 

of  subsidiarieB 

Depreciation,  deduction  from  paid  in  surplus 

Exchange  of  property  acquired  at  foreclosure  sale  for  stock, 
Investea  capital,  constructive,  determined  imder  sec.  210, 

Act  of  1917,  fisod  year  ended  in  1018 

Stock  exchanged,  assets  greater  value 

Valuation  of  asseUi  wbeie  defective  accounting  recards. 

Value  in  computing  invested  capital 

Taxes  accrued,  when  invested  capital 

Taxes  withheld  by  withholding  agent .* 

Telephone  company  while  iia&r  Govainment  control 


838 

425 
B65 
119 
»0 

508 

4U 

788 

506 
392 

431 

7 

006 

664 

366 

151 
670 
121 

131 

300 
200 

206 

452 

801 

208 
882 
310 
881 
538 

130 
578 

120 

467 
120 
334 

285 
432 
440 
128 
124 
350 
440 


192 

146 
190 
201 
190 
200 

197 

197 

99 
196 
191 

22 
191 
191 


196 

195 
196 
104 

198 

198 
198 

196 

195 
194 

196 
194 
187 
192 
195 

195 
191 

192 

192 
193 
193 

203 
193 
193 
193 
199 
190 
146 


tn 


InTested  capital:  Terms  relating  to — 
AdmiaBble  asBets — 

Certificates  of  indebtedness,  convercdon  into  Victory  Loan 

notes,  effect  on  invested  capitaL.. 

Liberty  bonds,  subscribed  for,  not  fully  paid 

Preperty  paid  for  with  stock  of  no  par  or  nominal  value. . 
Borrowed  capital — 

Stock,  preferred,  invested  capital 

Surplus  voluntskrily  paid  in  by  piindpal  stockholder, 

rei>ayment,  effect  on  invested  capital 

Inadmissibie  assets — 

Federal  Reserve  bank  stock  held  by  member  banks 

Foreign  corporation;  stock  owned  by  domestic  corpora- 
tion, invested  capital 

Pcnrto  Rico  bonds 

Stock  of  foreign  corporaticns 

War  Finance  Corporation  bonds,  funds  invested  in 

Investmeirt,  property  or  securities,  less  in 

involuntary  sale,  taxability  of  {Nr<^ts 

Iowa  automobile  tax 

Irrigation  ditch  company  aasociations 

Items  not  deductible.    {See  Bednctions  not  allowed. ) 

K. 

Knights  of  Columbus,  contracts  with , 

L. 

Labor  unioiu,  deduction  of  dues  paid  to 

Landlord,  local  benefit  assessment  paid  by  tenant 

Lease,  amount  paid  for  cancellation  of 

liberty  bonds — 

Banks  as  original  subscribers 

''Date  of  tax  returns" 

Different  issues  held  during  taxable  period 

Dividends  paid  in,  value  below  par « 

How  exemption  computed 

Inherited,  exemption  on  account  i>f. . « 

Interest  coupons  disposed^of  by  gift 

Interest  on  indebtednefls  incurred  to  purchase  Victory  notes . . 

Interest  on  loans  by  banks  to  subscribers 

Nonresident  aUen  Ufe  beneficiary 

Sold  by  firm  to  partner ^ 

When  nank'^ original  subscriber" 

When  changes  in  holdings 

When  corporation  successor  to  partnership  '^ original 'sub- 
scriber"  

Liberty  bonds  and  Victory  notes,  exemption  of • 

life  insuranoe  policy  as  security  lor  loan 

''Like  OKganissation,  -  ''purely  local  character,"  aesociationfi  qual- 
ified as - 

Limitation  of  penalties  under  Title  II,  Act  of  1918 

limitation  ol  tax,  when  profits  from  sale  of  discovered  mine 

limitations  of  tax,  consolidated  pet  income 

liquidation — 

Distribution  by  trustees  in  installments 

Distribution,  computation  of  profit  on 

Distribution  in  installments 

Distribution,  when  taxable 

Resulting  in  abnormal  profit,  assessment  of  tax  when 


Ruling 

Page 

No." 

No. 

id2 

189 

40 

58 

390. 

190 

009 

188 

552 

188 

118 

189 

578 

IB9 

125 

199 

538 

195 

116 

189 

218 

81 

581 

43 

715 

78 

594 

143 

468 


14 


OAit 

71 

689 

80 

727 

75 

331 

145 

1175 

58 

401 

60 

4fl|7 

22 

40 

58 

752 

00 

181 

86 

57 

76 

28 

41 

861 

69 

672 

61 

271 

60 

43 

58 

373 

57 

148 

58 

726 

70 

82 

142 

747 

166 

454 

201 

115 

186 

874 

53 

141 

50 

635 

51 

878 

24 

453 

201 

232 


Liquor — 

Decline  in  value  of 

Inventory  value  of 

Local  benefits  aseeaements  paid  by  tenant  for  landlord 

Losses  (see  dUo  "Deductions"  ana  "Net  losses") — 

Division  of,  bv  partnership 

In  inventory  oy  partnership,  claim  in  abatement 

L06B  or  gain,  basis  for  determining.    {See  Gain  or  loss.) 
Luxemburg,  subjects  of 

M. 

Mamnal  trading  in  stocks,  losses  by  corporation 

MarKet  value,  determination  of 

Marriage  agreement,  sums  paid  under 

Maryland  public-service  corporation,  returns  of 

Massachusetts  trust,  when  not  an  association 

Merchandise  seized  by  Germany,  charging  off 

Merchant  marine  sea-training  bureau,  taxability  of  compensation 

from 

Mei^er  prior  to  Mar.  3, 1917,  formal  transfer  subsequent  thereto. . 

Michigan  limited  partnerships 

Military  8er\ice,  exemption  of  compensation  for 

Military  Ber\ice,  exemption  of  compensation  for,  years  applicable 

Mineral  deposits,  discovery  work  done  by  corporation 

Mines,  joint  contributors  for  locating,  when  taxable  as  association 

Mines,  oil  and  gas  wells  discovered  by  taxpayer 

Mining  company,  cost  of  prospecting  and  aevelopment 

Minnesota  fire  relief  certincates,  interest  on 

Miasissippi  limited  partnerships 

Municipality,  holding  property  in  trust,  income  to  charity 

Municipal  ownership  01  water,  light,  power,  and  heat  company.'. . 
Munitions  tax — 

Amortization  deducted  under 

Chargeable  to  year  munitions  made  and  sold 

Manufacturers  making  only  parts 

Method  of  computing,  deductibility 

Musical  organization  with  educational  program 

Mutual  health  and  accident  associations 

N. 

National  Dry  Federation,  contributions  to 

National  Guard  officer,  compensation  of 

Naval  Reservists^  retainer  pay 

Navigation  association.  .* 

Negligence  without  fraudulent  intent  in  making  return 

Net  income:  corporations — 

Appreciated  value  of  property  in  computing  prewar  income. . 

Dividends  from  foreign  corporation  under  1917  law 

Telephone  companies,  while  under  Government  control 

Net  income:  individuals — 

Accounting  period,  use  of  separate,  for  parts  of  business 

Basis  of  computation 

Change  in  accounting  period — 

Due  date,  meaning  of 

Fiscal  year,  change  to  calendar  year  basis 

Return  ui)on  basis  best  adapted  to  business 

Compensation  of  agent  appropriated  from  profits 


Ruling 
No. 


Page 
No. 


717 
766 
689 

820 
380 

603 


660 

656 

607 

146, 

351 

771 

613 
365 
601 
184^686 
625 
176 
414 
723 
589 
42 
501 
433 
612 

452 
713 
761 
770 
546 
87 


61 
828 
860 

86 
746 

335 
520 
449 

541 
312 

355 

19 

370 

738 


101 
33 
80 

13 
102 

108 


151 
44 

103 
39 
11 
84 

66 

190 

12 

65,66 

66 

36 

11 

207 

94 

56 

12 

62 

62 

195 
78 

209 
79 
97 

143 


96 

66 

67 

141 

165 

188 

20 

146 

38 
37 

40 
40 
40 
39 
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Net  income:  individualB — Continued. 

Campntation  of  net  income — 

Exchange  rates  applicable 

Foreign  exchange,  convenion  of,  in  case  of  traders  and 

manufacturers 

Profit  and  loss  adjustments,  prior  years — instructions  In- 
terstate Commerce  Commission 

United  States  money,  expression  of  income  in  terms  of . . . 

Estimated  inventory,  apportionment  of  earnings 

Interest  accrued  to  decedent,  how  reported 

Inventorv  where  actual  cost  of  production  unascertainable . . . 

Maryland  public-service  corporation,  return  of 

Return^  new  corporation  on  fiscal  year  basis 

Royalties,  accrued  and  received,  reported  on  cash  basis 

Short  sales  of  stock 

Vendee  paying  tax  on  profit  accruing  to  vendor 

Net  income  of  partnership  under  sec.  330 

Net  loss,  credit  for,  on  income  from  Government  contract 

Net  losses — 

Accounting  period^  less  than  year 

Failure  of  corporation,  not  business  loss  of  stockholder 

Floods,  net  loss  caused  by , 

Liquidated  damages,  cancellation  of  contract 

Partner^p  losses 

When  no  net  income  for  preceding  year 

New  York  State  franchise  tax  on  accrual  basis 

New  York  State  tax  on  transfer  of  property  by  will,  etc 

Nonresident  alien  (see  also  Alien) — 

Beneficiary,  when  1040  to  be  filed  by  fiduciary 

Bond  interest  paid  to,  rate  of  withholding 

Corporation  with  agent  in  United  States 

Credits  allowed,  years  to  which  applicable 

Estate  of,  duty  ancillary  executor  to  file  return 

Exemption  retroactive 

Income  from  interest  on  foreign  bonds  payable  in  United  States 

Income  from  interest  on  obligations  of  foreign  Governments. . 

Income  from  obligations  of  foreign  Government  underwritten 
by  United  States  bank 

Income  from  stocks  and  bonds  of  domestic  trust  company 

Income  from  tax-free  bonds  nonresident  domestic  corporations 

Individual.    (See  Deductions.) 

Liability  of  fiaudary  for  surtax 

life  beneficiary,  trustee  holding  Liberty  bonds  for 

Ownership  certificates 

Owning  bonds  of  domestic  corporation 

Return  for  estate  of  by  ancillary  executor 

Serving  in  U.  S.  Army^  deductions  and  cretlits 

No  par  value  stock,  limitation  of  intangibles  paid  in  for 

Nursery,  incorporated,  taxable  status 

O. 

Oath,  use  of  Form  1078  in  lieu  of 

Obsolescence — ^ 

And  depreciation,  invention,  war  device ". 

Building 

Deduction  on  plant  by  reason  of  prohibition 

Good  will,  when  allowed 

Officers  compensation,  on  basis  percentage  of  gross  sales 


873 

682 

18 
805 
211 
851 
268 
146 
749 
674 
558 
669 
138 
620 

841 
703 
681 
188 
822 
823 
687 
562 

79 
277 
661 
568 
547 
718 
417 

47 

16 
340 
478 

798 
861 
653 
225 
547 
175 
644 
630 


68 


Rige 
No. 


37 
36 


37 

87 

118 

37 

39 

40 

92 

39 

39 

204 

Ui 

83* 
34 
148 
35 
35 
75 
80 

135 
124 
155 
108 
136 
109 
67 
68 

68 
67 
68 

136 
69 
175 
129 
136 
110 
198 
140 


112 


291 

88 

704 

87 

190 

88 

884 

89 

554 

198 

Rnlinff 
No. 


AO. 


Officers  foreign  Crovemmenta  exemption  from 

Ohio  limited  partnerahipB 

on  and  gastpells.    (Sm  JDeductiona;  depletion.) 

Oil  company,  tmstoe  tailing  wMtiol,  priaripal  warn  dnkooatrated 

by  tniftaee — .— • 

Operating  deficit,  etodkinnendand  to 'wii>ee«t 

Orchard,  productive  BtagenAched,  d^preciatMMi 

Ctchardaaad  vineyards  daatooyed—..,.. 

Oregon  trust  companies,  savings  baakfl^  «tc.,  taxes  on  slock  of 

D^rdue  oeopon  bonds,  owsenhip  to  he  shown  wbea  iateieflt 

collected*... « ••.... 

Overpavmentof  tax  on  undistributed  net  inoonw..., 

Ownership  certificates  construed  as  being  ineomn  ntxnm 

Ownership  certificates,  iupeetioii  of  by  debtor  ooipscation 

•'Owning  or  oontroUing  substantiaUy  all  the  stocky ' '  constnicti<»  of 

P. 


Accounting  period,  change  of 

Accounting  period  of  partnership  different  from   that  el 
individual  partner 

Becoming  corporations  and  owning  stock  other  corporations. . 

Definition  of  partnership 

Diasolved  in  7ul^,  1917,  taxable  under  1917  Act 

Distribution  in  land  of  partner^p  assets 

Dividends  on  stock  owned  by  firm,  how  reported  by  individual 
partners ....««...•« « • 

Donation  by  assignment  partnership  profits,  effect  of 

Exen^tion  of  $3,500,  partner  in  active  militaiy  service 

Fiscal  year  ending  in  1916 

Fiscal  year  ending  in  1917  income 

Foreign,  income  £rom  United  States 

Foreign,  interest  paid  to,  return  of  information. 

Income  from  particular  source 

Insurance,  partnership  as  beneficiaiy 

limited,  as  corp<»ation8 

Loss  in  inventcry,  s^toment  clainis,  procedure..  •« 

Net  income  1918  more  than  20  per  cent  invested  capital 

Partner's  share  of  firm  income  mm  dividends,  wdbject  to  surtax. 

Partner's  share  of  firm  income  when  to  be  reported 

Profits  distributed  in  securities  subsequently  sold 

Profits  to  be  earned  in  future,  donation  by  assignment 

Single  Tenture,  holding  profits  intact 

Stock  exchAif  e  seats,  purchase  of 

Bwtnersh^  and  individuals  in  default  excess-profits  tax  law,  1917. 

Psrtner  turning  over  to  partnership  salary  from  cil^r 

latent: 

Capital  stock  paid  for  not  suhject  to  20  per  cent  limitation 

Depreciation,  basis  of 

Depreciation  where  interest  retained  on  assignment 

Inninffement,  damages  awarded  for 

Used  tree  by  corporation  not  invested  capital 

When  included  m  invested  capital 

Payment  of  tax  at  source:  corporations — 

Bank  acceptances  bought  flthd  sold  by  nonresident  alien  cor- 
poration  

GommiBBions  paid  to  nonresident  alien  on  orders  from  foreign 
customere 

Foreign  bank  with  branch  in  United  States 

Nonresident  alien  corporation  with  agent  in  United  States 

Royalty  paid  to  nonresident  foreign  corporation 


MO 


887 

878 

62 

880 


850 


82 

13 


36 
85 
88 
83 
152 


719 

128 

68S 

171 

478 

176 

784 

180 

468 

160 

ll« 


^36 

115 

286 

204 

820 

13 

794 

182 

197 

114 

294 

113 

505 

53 

182 

65 

838 

116 

760 

206 

.585 

113 

110 

175 

221 

114 

270 

54 

601 

12 

880 

102 

398 

204 

859 

115 

858 

115 

354 

31 

505 

53 

825 

114 

885 

104 

430 

173 

702 

70 

208 

196 

506 

90 

779 

91 

38 

42 

665 

199 

882 

194 

387 

155 

167 

154 

605 

155 

661 

155 

303 

155 

235 


Page 

No. 


PaymeBt  of  tax  at  source:  individuals — 

Alien  employee  refusing  to  sign  old  Form  1076,  laterfligas 

refund - 

Alien  ^Ung  Form  1078  prior  to  eximdiim^if  taxable  year 

Aliens,  procednze  wl]MLFBcmi07SdEied * 

Bank  acceptances,  discount  on «. 

Bank  purchasing  Jfcbsoad  omijpoflH  from  bonds  of  domestic 

corporations,  ownership  certificates 

FoBskn  securities,  intenost  on  ooUeclBd  inr  asHesideBt  aUens 

and  credited  to  tiioxr  Accounli,  identity  of  ileoH 

Intevest  paid  to  nonreaidBnt  aliens  by  corporation  4oing  no 

budbmss  im  United  States 

NoBFBiident  alien  owning  bonds  of  domestic  coiporation,  vee 

of  Form  1000 - 

Nonassident  aliens,  bond  interest  paid  to,  mle  of  wiliilu^ding. . 
NoniMident  corporation  paying  interest  on  tax^lree  bmdm  to 

nia;tad  States  citizens 

Obligations  of  foreign  government,  interest  paid  in  United 

Statn  to  nonresident  aliens « 

Old  farm  ownenfaip  certificaileB 

Overdue  coupon  bonds,  when  ownenhip  to  be  shown 

PemoiiaJ  norvice  corporations  withholding 

Profits  of  foreign  corporation  from  sales  in  United  States  not 

fixed  income «... .* 

Scrip  payment  of  interest  on  bonds 

Seaaonn,  nonresident  alien,  occasimial  coast^Ndbe  voyage 

Seaanan,  nonresident  alien,  whereabouts  unknown,  wages  of... 

Tax-free  bonds,  debtor  corporation  failing  to  witftdMid  tax 

Tax-free  co^vienant  in  supplemental  agreement 

Wagsin,  gamfellng,  etc.,  income  fron 

War  FiBance  Corporation  bond 

Withholding  agent  appointed  by  debtor  coipemtmi;  notice  of. 

Withholding  from  nonresident  aliens  by  «ubGontEaetar 

Withholding  from  nonmsident  foreign  coq>QEation  in  lOlB 

Payment  of  taxes — 

CoUectiDn  of  tax  by  suit — 

Ceiporation  dissolving,  not  retaining  unpaid  tax : 

Five-year  limitation,  when  applicable 

Waivers,  further  taxes,  1918,  and  ptMrvearri 

Deelaration  of  tTmiimtien  of  texable  peood— 

Alien  departing  from  United  States,  temporarily. 

Oertificatesof  compliance,  issuance  xif 

Date  used  in  determining  status  of  alien  departing  from 

United  States 

XflOOiingB  of  alien  departing  foam  United  States  -to  be 

thown  by  Bmployer 

Fayment  of  tax  by  alien  d^aarting-from  Unifted  States 

Procedure  in  case  of  alioi  departing  fsom  United  States. . . 
RepresentatsvBs  teeign  coantrios  iwiaring  deptoniactic 


Virgin  Islands  as  foreign  territory 

Fonner  resident  .United -States  not  aliiig 
IntesBSt  on  tax — 

Additional  penalty^ 

Obun  for  abatement,  rejected,  interaat. 

butallments  of  .tax,  deficiency  in  fimt,  istereat  on . . 

iMfatUmimt.  of  tax,  first  underestimated,  intetsaot  on. 

interest  lor  fiactionai  put  of  aneiithfOoyoctifln  of... 

iBJtereston  tax,  deductibili^ 

Payawnt  of  tax  by  certiflrrtten  at  indafcHfldnaai 


1S8 
196 

«65 


4S6 


225 

277 

602 

16 
626 

719 
628 

7« 
512 
424 
463 
76 
797 
167 
627 
669 
296 
169 


107 
286 
409 

617 

696 

667 

709 
206 

4aB 

487 
618 
616 

8S6 
427 
106 
282 
426 
,746 
746 


1271 
112' 
127: 
127. 

125  = 


i 


125 

175' 

129; 
124  j 

126 

I 

68 
128 
128 
129 

148 

126 

125 

190 

124 

126 

126« 

128 

125 

125 

130 


167 
167 
168 

169 
169 

170 

170 
268 
]€8 

169 
1?0 
161 

163 
163 
162 
162 
162 
163 
207 


236 


RuliBg 
No. 


Na 


Payment  of  taxes — Continued. 

Penalty  for  failure  to  file  return — 

Reasonable  cause  and  notice  from  the  collector 

Reasonable  cause  for  not  filing  return 

Returns  by  withholding  agents,  fraudulent  and  delin- 
quent  

Supplemental  tax  returns,  1918,  delinquencies,  penalty. 
Penalty  for  nonpayment  of  tax — 

Absence  from  country  as  excuse  for  default 

Delinquent  return  filed  and  total  tax  paid,  penalty  and 

interest 

Interest  on  tax  on  amended  return 

Limitation  of  penalties  under  Title  TI — ^Act  of  1918 

Property  seized  by  Alien  Property  Custodian 

Warrant  of  distraint,  charge  for 

Warrant  of  distraint,  when  $5  added  to  tax 

Warrant  of  distraint,  when  $5  collectible 

Penalty  for  understated  return — 

Deliberate  understatement 

Negligence  without  fraudulent  intent  in  making  return. . . 
Procedure  when  installment  of  tax  not  paid  on  notice  and 

demand 

Time  for  payment  of  tax — 

Corporation  deriving  income  from  Government  contracts 

on  "per  unit"  basis 

\  Tax,  payment  ofj  validity  T.  D.  2797 

Pay  roUs,  eviaence  of  residence,  when 

Penalties  (see  also  Payment  of  taxes) — 
t        Ad  valorem — 

*  Additional,  nonpayment  after  notice  from  collector 

Delinquent  return,  when  business  expense , 

Excessive  amortization  deductions 

Property  seized  by  Alien  Property  Custodian , 

Unaerstated  return 

Specific — 

Citizens  leaving  United  States  refusing  to  pay  tax 

Disclosure  of  returns 

Evasion  of  tax,  advising  or  inducing 

Information,  failure  to  nle  return  of 

Partnerships  and  individuals  in  default,  excess  profits  tax 

law  1917 

Pennsylvania  limited  partnerships 

Pension  fund — 

f        Employees'  organization  distinct  from  company 

For  Denefit  of  employees 

*  Police,  contributions  to - . 

Pensions  from  State  to  retired  employees 

Personal  and  family  expenses.    (tSee  Deductions  not  allowed.) 
Personal  exemption  and  $3,500  exemption,  compensation  military 

service 

Personal  service  corporation — 

Application  50  per  cent  clause,  sec.  200,  Act  of  1918 

Application  sec.  303 

Commercial  school 

Entire  income  from  property  owned 

Fiscal  year,  corporation  organized  1918 

Freight-forwarding  business 

How  distributive  share  of  deceased  stockholder  reported 

Incorporated  agency  with  nominal  capital. ..- 

Insurance  brokerage  corporation,  when  classified  as 

Sanitarium 

Stockholder  reporting  distributive  share  of  undistributed  net 
income 


817 

164 

204 

16^ 

758 

164 

906 

164 

775 

166 

588 

166 

678 

166 

747 

166 

876 

167 

486 

165 

575 

166 

837 

166 

106 

162 

746 

165 

408 

167 

599 

203 

15 

161 

195 

112 

836 

163 

551 

162 

692 

164 

876 

167 

782 

165 

282 

173 

451 

181 

108 

173 

489 

174 

430 

173 

601 

12 

165 

150 

164 

152 

602 

97 

826 

64 

184 

65 

4 

13 

114 

186 

736 

17 

135 

17 

3 

1^ 

622 

17 

71 

120 

880 

10 

802 

17 

5 

19 

222 


116 


237 


Personal  service  corporation — Continued. 

Stockholders  actively  engaged  as  salesmen. 

Substantially  all  the  stock,  construction  of 

Trading  as  principal 

Withholding 

Philippine  Government  certificates  of  indebtedness 

Place  for  filing  returns.    (See  Returns.) 

Poland,  subjects  of '. 

Porto  Rico — 

Bonds 

Bonds  as  inadmissible  assets 

Foreign  corporations  with  business  in  United  States  and  Porto 
Rico,  taxation  of 

Income-tax  credits 

Pl:e8umption.as  to  residence 

Prewar  accounting  period  different  from  taxable  year 

Prewar  period.    (5«e  Net  income:  corporations.) 

"Private  "  capacity,  application  of  term  to  stockholder 

Profit  and  loss  adjustments,  prior  years,  instructions  Interstate 

Commerce  Commission,  effect  on  income 

Profits- 
Foreign  corporation  from  sales  in  United  States,  not  fixed 
income 

Reported  installment  sales  basiB 

Returned  previous  years 

Profit-sharing  fund  for  employees,  income  from,  taxable  to  whom. . 
Profits  of  corporations  taxable  to  stockholders — 

Accumulation  of  profits,  unreasonable,  how  determined 

Retention  of  profits,  reasonable  needs  of  business 

Retirement  of  capital  stock  without  distribution  of  siu^lus. . . 

Surplus  invested  in  Victory  notes 

Unaistributed  surplus,  applicability  of  sec.  220 

Prohibition,  inventory  value  of  liquor  fleeted  by 

Property — 

Acquired  prior  to  Mar.  1,  1913,  inventory  of 

Manufactured  prior  to  Mar.  1,  1913,  inventory  of 

Of  corporation  bought  by  creditors  and  transferred  to  new  cor- 
poration  

Public  utility  corporation  charging  interest  on  company's  funds 

used  temporarily •. . . 

Purchase  price  in  escrow 

Purely  local  character,  association  qualified  under 


Raihroads — 

Contract  with  Director  General  of ^ 

Earnings  paid  to  charitable  institution 

Owned  Dy  township  and  county,  leased,  taxability  incoijae — 

Taxabilitv  of  interest  on  certificates  of  indebtedness  of  Director 

Crenerai  of 

Real  estate — 

Bought  for  profit,  expenses  incident  to  holding 

Not  included  in  will 

Sale  of,  part  payment  made  in  {xrevious  year 

Sales,  payment  notes  having  no  discount  value,  computation 
of  profit  on 

Sales  prior  to  completion  of  development,  computation  of  profit. 

Reasonable  cause  for  not  filing  return 

Rebates — 

On  defective  goods 

When  deductiole 

Receipt  for  taxes,  simulation  of  receipts 


329 

18 


Ruling 

Page 

No. 

No. 

492 

18 

465 

160 

724 

18 

628 

129 

46 

56 

642 

108 

684 

57 

125 

199 

663 

182 

675 

108 

342 

110 

264 

186 

140 
36 


708 
131 
222 
766 

148 

195 

116 

43 

448 
72 
667 
156 
326 
765 

124 
123 

22 
123 
123 

33 

245 
10 

25 
24 

389 

190 

425 

725 

82 

146 

52 

142 

394 

85 

434 

14 

139 

62 

356 

57 

728 
811 
671 

76 

120 

51 

314 
399 
204 

48 

48 

163 

705 
614 
332 

101 
101 
170 

Receiver,  trustee,  or  siinilar  fiduciary,  toTaWHy  mt  cginpioMatinn.. 
Bed  Croas — 

Amount  received  from  in  ezoeae  of  Itriag  BxptamK,  tarahiHty*. 

GontraetB  witiii , 

Seductien  df  capital  by  exchange  stock,  effect  on  income 

Beduction  of  invested  capital  as  stf  daite  tax  doe 

Refund  of  tax  withheld 

Refunds — 

Alien  fiJing  daim,  data  required 

Claims  lor  abatement  wben  htmd  ma/  be  required 

Excesi  profiti  tax  fiaid  by  partnership  on  1918  inr 

Overpayment  of  tax  on  «aid]Btiiliiitsa  net  inooBie 

Partnerahip  hflmming  incorporated  claiming  credit  lor  taxes 
ovenMdd  by  lonner 

Frocednre  wh^mo  tax  due,  tentative  return  filed 

Suits  lor  recovery  of  taxes  qnoaponsly  ooUeoled,  smas  due 
United  States  as  ofEset • 

Tax  paid  on  stock  dividends ^ 

Where  alien  employed  for  £  months 

Where  Form  1078  filed 

Regulations.    (See  also  Amendments.) 

Regulations,  art.  566^  application  of 

Begulations,  inspection  of  returns 

Beugious  corporations.    (See  Deductions:  chanLtabla eomttibntiMH.) 

Religious  orders,  income,  members  of ..... 

Bental  (laid  in  crop  diaies,  jretuzn  of  infcnuvtion 

Reorganization  {see  also  Valuation  of  assets  npon  geoggsniwfctinii) — 

Appreciation  of  assets  tisnsfemd  to  suooeanr. 

Bank  changed  from  State  to  National 

Committee,  when  trust. 

Election  to  be  taxed  as  corporation — 

Corporation,  de  facto,  meamingaL 

!Net  income  of  partnerohip  frnder  sec,  338 

Partnership  becoming  corporation  and  owning  stock  other 

corporations 

Butnership,  net  inoome  19iS  mose  than  20  per  omt  in- 
vested capital 

Of  ooiporation  in  another  State,  invested  capital 

Of  partnership  thxDUg^  deaith  of  partMr,  retUTDB 

Replacement — 

Fund,  relation  to  invested  capital 

In  kind,  Government  xetuimng  different  property  fnon  thaat 
taken 

In  kind,  larger  vessel,  same  general  type 

In  kind,  tugs  and  barges 

Value  of  property,  speculative  value 

Representatives  of  forei^  countries  bearing  diploanatie  pas^Kuts. . 

Representatives  of  foreign  Oovenmwnte,  exen^>tion  from  tax 

Rescinded  dividend,  in  excess  true  eaiaiagi 

Reserve — 

Additions  to  by  insurance  companies 

To  cover  losses  due  to  climatic  conditions 

To  liquidate  coupons 

To  redeem  preferred  stock 

Residential  property^  sale  of.  when  loes  deductible 

Retention  of  profits^  reasonable  needs  of  business 

Retirement  of  capiw  stock  withottt  distzSnitioa  of  sorphis.  ^ 

Returns:  corporation — 

In  general — 


Ruling 
No. 


Affiliated,  when  consolidated  return  not  permitted. < 

Alien  Property  Custodian,  returns  when  property  taken 
over  by 


ITS 


606 


Psige 
No. 


43 

40 
14 

200 
» 

112 


488 

172 

B52 

171 

810 

206 

602 

171 

854 

172 

6«S 

13S 

847 

173 

789 

171,172 

447 

m 

1B6 

112 

344 

153 

71# 

177 

186 

54 

172 

176 

187 

204 

888 

158 

762 

12 

£72 

205 

188 

204 

286 

204 

^8 

204 

687 

205 

468 

135 

861 

m 

400 

50 

443 

49 

504 

50 

524 

90 

487 

169 

624 

62 

£02 

20 

816 

I5t 

187 

69 

S6 

153 

537 

150 

51 

181 

72 

123 

667 

22 

864 

160 

231 

157 

299 


Retuma:  coipoiation — Continued. 
In  general— ^Atannad. 

Bank  cfaRQged  from  State  to  National 

Oapital  chfttge*  erroneous,  amended  lelunoL. 

Ooiporatdon  rh^ng^ng  doxnicile  ihiough  tmnsfer  of  charter. . 

OBporation  operating  after  charter  annulled 

Ooipoiation  otgantetian  net  perfeeled,  return  of 

For  more  than  12  naontbi  ,«.•,.,..•*......... ..•.. 

New  corporation  on  fiscal  year  basis 

Procedure   where   coiporation    deducted    contributions 

prior  to  jasuance  T.  I>.  2047 

Reduction  of  $2,000  credit : 

Si^plementaiy  return  whan  setum  lor  fieoal  year  ended 

in  1918  shows  a  loBB. 

(JonsoUdated— 

Branch  of  corporation  turned  over  to  new  company  not 
ited. 


mcorpora 
Foreign  taxes  paid  by  foreign  corporation  affiliated  with 

domestic  €<irp(xstion,  creojt  for.... 

laeome  from  Crovemment  contracts.., 

Intercompaay  interast  dhaiges,  domestic  corpacation  with 

foreign  subsidiaries 

Bartnership  becoming  cori>oration  owmngstock  of  other  cor- 

poratinns 

Betums  of  information 

Receivers — 

Bank,  insolvent^  in  liquidation 

Corporation  in  hquidation,  income  received  by  aetignees,. . 

Exemption  of  income,  reoeivercourt  officer 

Income  received  from  investments  during  liquidation 

Period  to  be  covered  by 

.Returns:  fiduciaries — 

Fiduciary  alsotbeoeionry  of  tnurt. 

Nonreaident  alien,  return  for  estate  of  by  andUary  ^cecutor . . . 

R^niJbtions  83,  revised,  art  29,  par.  200,  amended 

Stirtax,  liability  of  fiduciary 

Returns:  individual — 

Alien  enemy,  j>roperfy  held  by  AUan  Property  Custodian 

Bankrupt  individual.... 

Bv  wEtbholdiog  agents,  Iradulont  and  delinquent 

Claim  for  refundf  when  complete  return  requured 

DuKlosure  of.  penalty  for 

Husband  and  wife,  diviaioii  of  inoome 

Husband  and  wife,  method  of  reporting  income 

Inoome  from  estate  when  no  fiduciary 

Jionicaident  alien,  claim  for  refund  of  excess' tax  withheld,  re- 
turn required 

Veiifioation  of  returns,  American  citizens  in  China 

Returns  of  brokers.    (See  Information  at  the  aource . ) 

Returns  of  payments  of  dividends.    {S§e  Information  at  the  aource. ) 

Returns:  partnership— 

Period  to  be  covered  by 

Reorganization  of  partnership  through  death  of  partner 

Returns:  time  and  place  for  filing — 

Corporation,  extension  of  time 

Domestic  corporation's  business  and  accounts  abroad 

Extension  of  time  in  case  of  .penons  abroad,  interest 

Tentative  returns,  conditioiis  of  filing 

Returns:  inspectioik — 

Certified  copies  of  ownership  certificates 

Copies  of  returns,  request  by  eaeeutor 

Jomt  return,  husband  and  wife 


Ruling 

Page 

No. 

No. 

888 

158 

189 

157 

607 

205 

677 

157 

168 

157 

197 

114 

749 

40 

438 

150 

650 

150 

100 


866 


1(57 


150 


888 

160 

799 

161 

616 

160 

286 

204 

868 

174 

170 

158 

280 

33 

787 

150 

406 

147 

102 

158 

360 

135 

547 

136 

785 

136 

798 

136 

78 

133 

297 

117 

758 

164 

643 

133 

451 

181 

815 

184 

528 

.  133 

814 

134 

158 

127 

827 

134 

102 

IfiS 

403 

196 

789 

187 

839 

138 

160 

138 

707 

137 

473 

176 

654 

176 

607 

176 

240 


Retume:  inspection — Gontinaed. 

Ownership  certificates,  inspection  of  by  debtor  corporation. . . 

Reeiilations,  inspection  of  returns 

Rules  governing  inspection  of  returns 

State  imposing  income  tax,  inspection  by 

Stockholders'  protective  committee 

Taxpayers,  list  of  names  of,  for  use  of  Comptroller  of  State . . . 

Returns  where  change  in  accoimting  period  not  permitted 

Right  to  subscribe  to  stock,  sale  of 

Royalties — 

Accrued  and  received,  reported  on  cash  basis 

Interests  piurcharod  in  worthless  oil  land 

Paid  to  majority  stockholder  for  use  of  patent 

Paid  to  nonresident  foreign  corporation 

Rulings  on  hypothetical  questions 

S. 

Salaries — 

Authorized  prior  to  excess  profits  law,  deductibility  by  cor- 
poration   ^ 

Contingent  compensation  paid  corporation  ofiicers  and  em- 
ployees  

Excessive,  paid  by  corporation 

Nominal,  plus  percentage  of  profits  paid  by  corporation 

PEdd  during  prewar  p^iod,  adjustment  of 

Reasonable,  paid  by  corporation 

Voted  subsequttit  close  taxable  year 

Salary  from  city  to  partner  turned  over  to  firm 

Salary,  sole  administrative  officer  corporation,  reasonableness  of 

Sales- 
Assets  b^  corporation,  income  from 

Cash  and  installment,  computation  of  profit 

Coal,  as  agent  and  as  principal,  one  business  for  exc^ess  profits. . 

"C.  O.  v."  and  **  Will  call,^'  when  included  in  inventory 

Expenses,  Government  contract 

Fractional  interests  in  vessels,  liability  for  1917  excess  profits 
tax 

Oil  stock  and  rights,  liability  for  1917  excess  {Mrofits  tax 

Property  acquired  by  gift,  bequest,  devise,  or  descent 

Property,  conditional,  funds  in  escrow,  when  profit  taxable 

Real  estate,  deferred  payment » 

Stock  received  as  dividend 

Salvaging  and  retirement  of  equipment,  computation  of  loss  on. .  . 

Saniterium  owned  and  operated  oy  doctors 

Scrip  payment  of  interest  on  bonc(s 

Seaman,  nonresident  alien,  making  occasional  coastwise  voyage. . . 
Securities — 

Held  in  tnist,  profit  on  sale 

Loss  on,  not  business  operating  loss 

Loss  on,  return  by  administrator  for  deceased  taxpayer 

Sold  at  loss,  later  repurchased  at  same  price 

Short  sales,  borrowed  stock 

Simulation  of  receipts  for  taxes 

Sixty-day  provision,  sec.  201,  effect  of 

Soldier  ana  sailor  exemptions 

Special  cases — 

Commission  business  also  dealing  on  its  own  account 

Computation  of  tax  on  50  per  cent  of  net  income 

Corporation's  volume  of  business  due  to  efforts  of  stockholders, 
capital  material  factor 

Foreign  corporation,  method  of  computing  tax  installme^tB. .. 


674 
691 
835 
303 
455 


830 


768 

72 

481 

71 

444 

71 

319 

187 

767 

72 

534 

72 

702 

70 

769 

73 

386 

145 

35 

45 

759 

186 

36 

46 

721 

15 

870 

182 

871 

182 

357 

82 

523 

50 

784 

«» 

634 

23 

639 

83 

5 

19 

512 

126 

424,463 

125,130 

198 

117 

703 

83 

383 

120 

149 

81 

558 

39 

332 

170 

9 

21 

686 

66 

722 

202 

136,655 

202,203 

492 

18 

736 

203 

92 

83 

151 

155 

207 


73 


241 


Special  caaes — Contmued. 

Good  will  by  advertising,  when  invested  capital 

Income,  compared  with  invested  capital,  abnormally  large, 
assessments  of  tax  when 

Invention  of  unknown  value,  principal  asset 

Invested  capital,  adjustment  when  undetermined  for  previous 
year 

Invest^  capital,  constructive,  determined  under  sec.  210, 
Act  of  1917j  fiscal  year  ended  in  1918 

Invested  capital  normal,  profits  abnormal,  assessment  of  tax 
when 

Liquidation  resulting  in  abnormal  profit,  assessment  of  tax 
when 

Median,  application  of  in  determining  war-profits  credit. 

Mineral  deposits  sold,  computation  of  tax 

Spruce  division,  taxability  of  compensation  from 

State,  meaning  of 

State  officers  and  employees,  taxability  of  compensation 

State  officers  and  employees,  nonresident  alien,  taxability  of  com- 
pensation  

State  witnesses,  taxability  of  fees 

Steamships,  bulk  freight,  on  Great  Lakes,  allowance  for  obso- 
lescence  

Stock- 
Acquired  by  gift,  appraisal  by  court  appraisers 

Bought  by  piutners  to  aid  partnership 

Disclosure  of  ownership  on  Form  1087 

Distributed  to  employees  in  payment  of  services 

Exchange  seats  purchased  by  partnership 

Exchaqged,  assets  greater  value 

Foreifi^  corporation,  when  admissible 

Held  by  trustee  in  escrow  for  employees 

In  untried  invention 

Newly  organized  trust  company  distributed  as  dividend  by 
bank 

On  which  stock  dividend  has  been  declared,  profit  on  sale  of. . 

Owned  by  partnership,  ho^  dividends  reported 

Preferred,  invested  capital 

Sale  of,  owned  prior  Aiar.  1, 1913 

Sold  short 

Sold  to  employees  on  installment  basis:  Invested  capital . . . . . 

Surrendered  by  stockholders  to  vendee  corporation 

''Stock  or  securities,"  sec.  202  (b),  construction  of  "or  " 

Stockholder  receiving  payments  not  formally  declared  as  dividends 

at  time  received 

Stockholders,  protective  committee,  inspection  of  returns  by 

Stockholders  trustee  account 

Stock-market  quotations  instead  of  book  values  in  determining 

profit 

Subcontractor,  corporation,  when  not  under  Government  contract. 

Subcontractor  employing  nonresident  aliens 

Subsidiary  pajdng  dividend  to  parent  corporation 

Substantially  all  the  stock,  construction  of 

Su^  tax  in  Cuba 

Suit  against  collector,  sums  due  United  States  as  offset 

Supplemental  tax  returns,  1918,  delinquencies,  penalty 

Surplus  invested  in  Victory  notes 

Surplus  voluntarily  paid  in  by  principal  stockholder,  repayment, 
effect  on  invested  capital 

181208**— 20 — ^16 


Ruling 

Page 

No. 

No. 

679 

196 

441 

201 

882 

194 

788 

197 

285 

203 

119 

201 

454 

201 

783 

187 

723 

207 

376 

65 

32 

41 

179 

63 

497 

64 

338 

42 

773 

87 

637 

26 

696 

191 

263 

175 

431 

191 

885 

104 

432 

193 

538 

95 

186 

74 

656 

44 

243 

22 

634 

23 

294 

113 

609 

188 

493 

25 

558 

39 

664 

191 

676 

147 

623 

30 

579 

21 

490 

181 

881 

192 

764 

26 

666 

15 

298 

125 

442 

20 

465 

100 

688 

77 

347 

173 

306 

164 

156 

123 

552 


188 


242 


Surtax — 

Liability  of  fidnciarf  where  beneficiary  nonresident  alien 

Mineral  deposits  Boia  by  individual,  jnincipal  value  demon- 
strated by  corporation 

Oil  company,  trustee  selling  assets  ol,  piincipal  value  demon- 

stratea  by  trustees 

Switzerland,  citizens  of 

T. 

Tangible  and  intangible  property  received  for  stocks  and  bonds. . . 

Tangible  property,  contract  involving  ti^tB  in 

Tangible  property  paid  in,  value  in  computing  invested  capital . . . 
Taxes  (see  also  Deductions:  taxes)^ 

Accrued  durinj^  taxable  year,  when  part  of  invested  capital. . . 

Federal,  priority  of 

Included  in  invested  capital,  when 

Income  and  war  profits  paid  by  United  States  citizen  to  foreign 
country 

Interest  on , 

Not  paid,  installment,  procedure 

On  bank  stock,  application  of  Art.  566,  Reg.  45 

Paid  by  citizen  to  foreten  countrv  creoited  to  year  paid 

Paid  by  foreign  subsicuary,  creoit  for,  in  return  oi  domestic 
parent  corporation 

Paid  b  y  vendee  on  profits  accming  to  vendor 

Paid  for  another  corporation 

Past  due,  interest  on 

Receipts  for.    (See  Receipts  for  taxes.^ 

Time  lor  payment,  fiscal  year  ending  in  1918 

Transportation,  admiasioiiB,  and  dues,  deductibility 

Withheld  by  withholding  a^ent 

Tax-free  bonds,  debtor  corporation  failing  to  withhold  tax 

Tax-free  covenant  in  supplemental  agreement 

Tax  on  corporation — 

Corporation  in  liquidation 

Stock  pooled  by  stockholders,  arbitrary  division  of  profits 

Trust,  when  taxed  as  corporation .' 

Taxpayers,  list  of  names  of,  for  use  of  comptroller  of  State 

Tax,  10  per  cent  undistributed  net  income,  sec.  10  (b),  Revenue 

Act  of  1917 

Tax  when  partly  personal  service  business — 

Commission  and  brokerage  business 

Personal  service  corporation,  application  sec.  803 

Sales  of  coal  as  agent  and  as  principal,  one  business  for  excess 

profits 

Teachers,  institution  maintained  by  State,  taxability  of  compen- 
sation  


Ruling 
No. 


Page 

No. 


Telephone  companies,  income  while  under  €roveniment  control . . . 
Telephone  companies,  return  for  taxable  year  including  period 

under  Government  control 

Temporary  fluctuation,  meaning  of  In  connection  with  loss  in 

inventory 

Tenant  paying  local  benefit  assessments 

Tentative  returns,  conditions  of  filing 

Terms  relating  to  invested  capital.    (-5««  Invested  capital.) 

Theater  operated  bjr  trustees,  income  turned  over  to  city 

Timber,  determination  depletion  allowance 

Time  and  place  for  filing  returns.    (See  Returns.) 

Tobacco  industry,  inventories 

Transportation  paid  by  employee  to  and  iirom  employment 

Travelers*  association 


798 

176 

337 
648 


467 
578 
128 

124 
857 
392 

593 
595 
408 
344 
743 

388 
699 
550 

745 

15 
535 
350 

76 
797 

386 
227 
351 
439 

58 

410 
114 

759 

214 
404 

449 

402 

689 
707 

300 

60 

680 
317 

88 


136 

36 

36 
108 


192 
191 
193 

199 
168 
196 

131 
163 
167 
153 
132 

160 

31 

151 

163 

161 
77 
190 
124 
126 

145 

138 

11 

176 

77 

186 
186 

186 

63 
140 

146 

101 

80 

137 

139 
94 

33 

69 

143 


243 


Traveling  ea^esnaoB,  when  deductible 

T^iiBt  fund,  income  payable  in  discretion  of  trmtee 

Trust  providiDf;  for  cmmbixdon  of  income  ''when  reoeiTed/'  how 

reported  by  beneficiary 

Trusts  (see  ateo  Estates  and  trusts)— 

Income  of  beneficiary  who  is  trustee 

Trustee  acting  for  several 

When  taxed  as  association 

When  taxed  as  assodafcion  under  1913  Act 


U. 


Understated  return,  d^iberate.  penalty 

Understatement  of  returns.    (See  Returns.) 

Undistaibuted  profits  of  corporations.    (See  Profits  of  Gari>ocationB 
taxable  to  stockholders.) 

Undistributed  surplus,  applicability  of  sec.  200 

Unearned  interest  or  discount  not  reported  as  taxable  income 

Unit  basis,  Govermnent  contract  on 


V. 

Valuation  of  assets  where  defective  accounting  records 

Valuation  of  assets  U]x>n  reorganization — 

Lumber  corporation,  reorganized 

Merger  prior  to  Mar.  3, 1917,  transfer  tcmgible  assets  subsequent 
to  that  date 

Property  purchased  by  creditors,  transferred  to  new  corpora- 
tion  

Value  as  of  Mar.  1, 1913,  how  established 

Vendee  pa3ring  tax  on  profit  accruing  to  vendor 

Victory  notes,  interest  exemption  upon  conversion 

Vineyards,  depreciation  following  prohibition  legislation 

Vineyards,  prohibition  legislation 

Virginia  debt  conunission,  members,  taxability  of  compensation. . . 

Virginia  partnership  associations 

Virgin  Islands  as  foreign  territory 

Virgin  Islands,  taxation  citizens  of 


W. 

Waivers,  further  taxes^  1918,  and  prior  years 

War  Finance  Corporation  bonds,  exemption  of  interest  on 

War  Finance  Corporation  bonds,  ownership  certificates 

War  profits  and  excess  profits  tax  (see  also  Limitations  of  tax) : 

Allocation  of  expenditures  and  goods  on  hand:  Government 

contracts 

Amortization  when  part  income  from  Government  contracts. . . 
Computation  of  tax  on  income  from  amended  Government 

contracts 

Contract  prior  to  Apr.  6,  1917 

Corporation,  fiscal  year  ended  1919,  income  excess  of  $10,000 

from  Government  contract 

Fiscal  year  corporation,  no  Government  income  after  Jan.  1, 

1919 

Government  contract,  invested  capital  in  taxable  year 

Income  received  by  affiliated  corporations  from  Government 

contracts ., 

Net  loss  from  operations,  credit  for  on  income  from  Govern- 
ment contract 

Partnerdiip  dissolved  in  July,  1917 


848 
382 

360 
592 
351 

eoo 


105 


326 
130 

599 


440 
855 
365 


Page 
No. 


103 

118 

121 

135 

118 

11 

11 


164 


123 
195 

203 


193 
206 


190 


389 

190 

12 

25 

669 

39 

272 

60 

320 

86 

150 

84 

460 

63 

621 

13 

618 

170 

619 

181 

409 

168 

374 

57 

527 

128 

721 

15 

597 

184 

557 

15 

791 

16 

517 

185 

113 

183 

695 

184 

799 

161 

620 

184 

794 

182 

244 


P*ge 

No. 


War  profits  and  excess  profits  tax — Continued. 

Profit  from  sale  of  interests  in  vessels 

Profit  from  sale  of  oil  stock  and  rights,  liability  for  1917  excess 
profits  tax 

Sale  of  fBrm  and  oil  interests  by  physician  in  1917 

Sales  as  agent  and  as  dealer,  one  ousiness,  1917 

War  profits  credit.    {See  Credits  corporations.) 
Warrant  of  distraint: 

Chaige  for 

When  $5  added  to  tax 

When  $5  collectible 

Warrants,  noninterest  bearing,  issued  by  subdivision  of  a  State, 

taxability  of  discount  on  purchase  of 

War-saving  stamps,  profit  on  sale  of 

Wear  and  tear  of  automobile  by  draft  board  member 

Wife  absent  because  of  World  War 

Wisconsin  bonus  law  tax 

Withholding.    (See  Payment  of  tax  at  source.) 

Y. 

Young  Men's  Christian  Association,  contracts  with 


o 


..J 
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